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United  States  District  Court,  Southern  District  of 
California,  Central  Division 

No.  14,848-BH 

ELI  B.  CASTLEMAN,  et  al., 

vs. 
HOWARD  R.  HUGHES,  et  al. 

MINUTES  OF  THE  COURT— FEB.  9,  1953 

Present:  The  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs :  No  appearance. 

Counsel  for  Defendants:  No  appearance. 

Proceedings:  For    hearing    pursuant    to    Rule    16 
FRCP. 

It  Is  Ordered:  that  cause  is  continued  to  March 
2,  1953,  10  a.m.,  for  said  hearing. 

EDMUND  L.  SMITH, 
Clerk. 

By  MURRAY  E.  WIRE, 
Deputy  Clerk.  [25*] 


*Page  numbering  appearing  at  foot  of  page  of  original  Certified 
Transcript  of  Record. 
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MINUTES  OF  THE  COURT— MARCH  2,  1953 

Present :  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs :  Bernard  Reich. 

Counsel  for  Defendants :  No  appearance. 

Proceedings:  For  hearing  pursuant  to  Rule  16 
FRCP.  (No  return  of  Service  of 
Summons.) 

It  Is  Ordered  that  cause  as  to  said  hearing  be 
stricken  from  calendar. 

EDMUND  L.  SMITH, 
Clerk. 

By  MURRAY  E.  WIRE, 
Deputy  Clerk.  [26] 
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In  the  Unit(^d  States  District  Court,  Southern 
District  of  California,  Central  Division 

No.  14,848-BH 

ELI  B.  CASTLEMAN  and  MARION  V.  OASTLE- 

MAN,  Doiiiff  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUTS  EEUERMAN, 

Plaintiffs, 

vs. 

HOWARD  R.  HUGHES,  RKO  PICTURES  COR- 
PORATION, RKO  RADIO  PICTURES, 
INC.,  and  THE  CHASE  NATIONAL  BANK 
OF  THE  CITY  OF  NEW  YORK, 

Defendants. 

AMENDED  COMPLAINT  (STOCKHOLDERS^ 
DERIVATIVE  ACTION)  FOR  ACCOUNT- 
ING AND  OTHER  EQUITABLE  RELIEF 

Plaintiffs  for  their  amended  complaint  against 
the  defendants,  upon  information  and  belief,  except 
as  to  Paragraphs  1,  2(a),  2(b),  2(f),  2(g)  and  5 
allege : 

As  to  All  Causes  of  Action 

1.  Plaintiffs,  Eli  B.  Castleman  and  Marion  V. 
Castleman,  are  the  beneficial  owners  of  2500  shares 
of  the  capital  common  stock  of  RKO  Pictures  Cor- 
poration (hereinafter  sometimes  referred  to  as  the 
"Parent  Company")  and  have  been  such  continu- 
ously since  June,  1952,  and  at  the  times  of  some  of 
the  transactions  and  acts  herein  complained  of,  and 
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plaintiff  Louis  [27]  Feuerman  has  been  a  record 
shareholder  of  the  Parent  Company  and  its  prede- 
cessor since  September,  1931,  and  at  the  times  of 
all  of  the  transactions  and  acts  herein  complained 
of. 

2.  (a)  Plaintiffs  Eli  B.  Castleman  and  Marion 
V.  Castleman  are  citizens  of  the  State  of  Michigan. 

(b)  Plaintiff  Louis  Feuerman  is  a  citizen  of 
the  State  of  New  York. 

(c)  Defendant  Howard  R.  Hughes  purports  to 
be  a  citizen  of  the  State  of  Texas  but  resides  in  the 
State  of  California. 

(d)  The  Parent  Company  was  organized  under 
the  laws  of  the  State  of  Delaware  on  November  18, 
1950,  in  accordance  with  the  terms  of  a  Plan  of 
Reorganization,  hereinafter  more  fully  described, 
of  Radio-Keith-Orpheum  Corporation  (hereinafter 
sometimes  referred  to  as  "Old  RKO"). 

(e)  RKO  Radio  Pictures,  Inc.,  was  organized 
under  the  laws  of  the  State  of  Delaware  on  June  7, 
1921. 

(f)  The  matter  in  controversy  exceeds  the  sum 
or  value  of  $3,000.00,  exclusive  of  interest  and  costs, 
and  is  between  citizens  of  different  states. 

(g)  Plaintiffs,  or  at  least  one  of  them,  was  a 
shareholder  at  the  time  of  the  transactions  of  which 
they  complain. 

(h)  This  action  is  not  a  collusive  one  to  confer 
on  a  court  of  the  United  States  jurisdiction  of  any 
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action  of  wliicli  it  would  not  otherwise  have  juiis- 
diction. 

3.  (a)  Old  RKO  liad  been  a  holding  and  not  an 
operating  company  and  its  assets  consisted  princi- 
pally of  capital  stocks  and  obligations  of  subsidiary 
and  affiliated  companies,  some  of  which  were  en- 
gaged in  the  business  of  producing  or  distributing 
motion  pictures  and  others  of  w^hich  were  engaged 
in  the  business  of  exhibiting  motion  pictures.  [28] 

(b)  Old  EKO's  principal  wholly-owned  subsidi- 
aries were  RKO  Theatres,  Inc.,  and  RKO  Radio 
Pictures,  Inc.,  (the  latter,  hereinafter  sometimes 
referred  to  as  ''Radio  Pictures"). 

(c)  RKO  Theatres,  Inc.,  together  with  its  sub- 
sidiaries, owned  or  controlled  substantially  all  the 
theatre  operating  assets  and  Radio  Pictures  was 
engaged  in  the  production  and  distribution  of  mo- 
tion pictures. 

(d)  The  authorized  capital  stock  of  Old  RKO 
consisted  of  8,000,000  shares  of  common  stock  of  the 
par  value  of  $1.00  of  w^hich  approximately  3,914,913 
shares  were  outstanding  as  to  the  date  of  the  Plan 
of  Reorganization. 

4.  (a)  In  antecedent  litigation,  entitled  "United 
States  of  America  vs.  Paramount  Pictures,  Inc., 
et  al.,"  and  to  which  Old  RKO  was  a  party  defend- 
ant, the  government  sought,  among  other  things, 
separation  of  theatre  operation  from  the  production 
and  distribution  of  motion  ])ictures. 
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(b)  While  the  antitrust  litigation  was  pending, 
Atlas  Corporation  owned  929,020  shares  of  Old 
RKO,  approximately  24%  and  certain  option  war- 
rants, approximately  12%  of  Old  RKO. 

(c)  On  May  10,  1948,  Atlas  Corporation  sold  to 
defendant,  Howard  R.  Hughes,  said  929,020  shares 
of  Old  RKO  thereby  endowing  Hughes  with  effec- 
tive and  complete  power  over  and  control  of  the 
business,  assets  and  policies  of  Old  RKO  and  its 
subsidiaries. 

(d)  In  the  exercise  of  said  power  over  and  con- 
trol of  Old  RKO  and  its  subsidiaries  Hughes  re- 
placed or  caused  to  be  replaced  the  directors  and 
officers  of  Old  RKO  and  of  its  principal  subsidi- 
aries with  persons  subservient  to  him.  As  dominant 
stockholder  and  director  of  Old  RKO  and  as  man- 
aging director  of  production  of  Radio  Pictures: 
(i)  Hughes  hired  and  fired  such  new  personnel; 
(ii)  fixed  their  salaries;  [29]  (iii)  assigned  them  to 
various  tasks;  (iv)  caused  them  to  do  his  bidding 
in  all  matters;  and  (v)  exercised  undisputed  sway 
over  the  affairs  of  Old  RKO,  directly  or  through 
his  aforesaid  controlled  person, 

(e)  Thereupon,  Hughes  caused  Old  RKO  to 
negotiate  with  the  Department  of  Justice  a  ' '  Consent 
Decree,"  which  was  entered  in  the  action  afore- 
mentioned, and  which  terminated,  as  to  Old  RKO 
said  litigation  and  provided  for  the  separation  of 
the  business  of  operating  theatres  from  the  business 
of  producing  and  distributing  motion  pictures. 
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(f)  A  Plan  of  Reorganization  deF?igned  to  effect 
such  separation  was  formulated  to  implement  said 
separation  of  the  said  businesses  by  a  transfer  to  one 
new  holding  company  of  all  the  theatre  assets  and  to 
another  new  holding  company  of  all  the  production 
and  distribution  assets  and  by  an  exchange  of  the 
capital  stocks  of  each  of  such  new  holding  com- 
panies, on  a  share  for  share  basis,  for  the  outstand- 
ing capital  stock  of  Old  RKO,  as  an  incident  to  its 
dissolution. 

(g)  The  aforesaid  Consent  Decree  required  that 
each  new  holding  company  be  operated  wholly  inde- 
pendently of  one  another  and  have  no  common  direc- 
tors, officers,  agents  or  employees  and  enjoined  such 
companies  from  thereafter  attempting  to  control  or 
influence  each  other's  business  or  operating  policies. 

(h)  Hughes,  who  represented  in  the  Consent 
Decree  that  he  owned  approximately  24%  of  Old 
RKO  stock,  was  required  to  dispose  of  his  stock  in 
either  the  New  Theatre  company  or  the  New  Picture 
company  to  a  purchaser  who  was  not  a  defendant  or 
affiliated  wdth  or  controlled  by  any  defendant,  or  to 
deposit  such  stock  with  a  voting  trustee  designated 
by  [30]  the  court. 

(i)  In  compliance  with  the  Consent  Decree, 
Hughes  notified  the  court  that  he  would  trustee  his 
New  Theatre  company  stock,  subject  to  his  right  to 
sell  the  stock  of  either  the  New  Companies  as  pro- 
vided in  said  Consent  Decree. 

(j)     After  several  extensions,  the  Court  finally 
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fixed  the  date  of  consummation  of  the  aforemen- 
tioned Plan  of  Reorganization  at  not  later  than 
December  31,  1950. 

(k)  The  separation  of  the  two  businesses,  pursu- 
ant to  the  Plan  of  Reorganization,  was  effected  as 
of  the  close  of  business  on  December  31,  1950. 

(1)  The  production  and  distribution  assets  of 
Old  RKO  were  taken  over  by  the  Parent  Company, 
i.e.,  RKO  Pictures  Corporation,  and  the  theatre 
assets  were  taken  over  by  RKO  Theatres  Corpora- 
tion and  in  exchange  therefor  these  two  new  com- 
panies each  delivered  to  Old  RKO,  3,914,913  shares 
of  their  common  stocks.  Each  holder  of  the  common 
stock  of  Old  RKO  outstanding  at  the  close  of  busi- 
ness on  December  31,  1950,  became  entitled,  upon 
surrender  of  his  certificate,  to  receive  one  share  of 
the  common  stock  in  each  of  the  new  companies  for 
each  share  of  Old  RKO  common  stock  surrendered. 

(m)  Hughes  received  929,020  shares  of  New 
Theatre  company  stock  (which  he  trusteed  pursuant 
to  the  Consent  Decree)  and  929,020  shares  of  the 
New  Picture  company,  i.e.,  the  defendant  RKO  Pic- 
tures Corporation,  (The  Parent  Company).  Since 
said  date,  Hughes  increased  his  holdings  of  the  com- 
mon stock  of  the  Parent  Company  until  they 
amounted  to  1,013,420  or  approximately  30%  of  its 
outstanding  stock  and  continued  to  dominate  its 
affairs  in  the  manner  referred  to  in  paragraph  4(d), 
supra.  [31] 

(n)     In  addition,  Hughes  took  the  title  and  posi- 
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tion  of  *' Managing  Director  -  Production"  and  exer- 
cised the  powers  inherent  therein  not  on  Radio  Pic- 
tures premises  hut  from  an  office  on  tlie  property  of 
Samuel  Goldwyn. 

(o)  The  stock  of  the  Parent  Company  is  traded 
upon  the  New  York  Stock  Exchange.  It  is  held  by 
approximately  16,000  holders  who  reside  in  every 
state  of  the  United  States  and  in  foreign  countries. 

(p)  The  Chase  National  Bank  of  the  City  of 
New  York  is  the  stock  transfer  agent  for  the  com- 
mon stock  of  the  Parent  Company  and  is  merely  a 
nominal  party  defendant  against  which  plaintiffs 
seek  no  affirmative  relief. 

5.  Plaintiffs  bring  this  action  derivatively  on  be- 
half of  the  Parent  Company  and  on  behalf  of  Radio 
Pictures,  which  is  a  wholly-owned  subsidiary  of  the 
Parent  Company,  on  their  own  behalf  and  on  behalf 
of  all  other  stockholders  of  the  Parent  Company 
similarly  situated  who  may  come  in  and  contribute 
to  the  cost  of  prosecuting  the  within  action. 

6.  Since  January  1,  1951,  the  Parent  Company 
and  its  subsidiaries,  including  Radio  Pictures  have 
carried  on  the  picture  producing  and  distributing 
business  of  Old  RKO  under  the  Hughes  regime. 

As  and  for  a  First  Cause  of  Action 

7.  At  the  times  herein  mentioned  between  May, 
1948,  when  Hughes  first  acquired  his  stock  holdings 
in  Old  RKO,  until  September  24,  1952,  when  he  sold 
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said  stockholdings,  the  directors  and  officers  thereof 
and  of  RKO  Pictures  Corporation  were : 

Ned  E.  Depinet Director,  President 

Noah  Dietrich Director  [32] 

Frederick  L.  Ehrman Director 

L.  Lawrence  Green Director 

lEoward  R.  Hughes Director 

C^eorge  H.  Shaw Director 

J.  Miller  AValker Director 

Malcolm  Kingsberg Vice-President 

Floyd  B.  Odium Chairman  of  Board 

N.  Peter  Rathvon Director 

Francis  J.  O'Hara,  Jr Director 

8.  At  the  times  herein  mentioned  and  continuing 
to  September  24,  1952,  the  officers  and  directors  of 
Old  RKO  and  the  Parent  Company  utterly  failed 
and  neglected  to  perfoiTQ  their  official  duties  as 
directors  and  officers ;  mismanaged  the  affairs  of  Old 
RKO  and  the  Parent  Company  and  did  not  adminis- 
ter the  affairs  of  said  constituent  companies  in  an 
efficient,  careful  or  prudent  manner  but  on  the  con- 
trary they  negligently  suffered  and  permitted  money 
and  assets  of  said  companies  to  be  wasted  and  dissip- 
ated and  surrendered  their  independence  and  judg- 
ments to  Howard  Hughes,  placed  themselves  in  posi- 
tions of  divided  loyalties  in  cases  where  the  interests 
of  RKO  were  in  conflict  with  those  of  Hughes'  owned 
or  controlled  companies  in  contractual  relations  be- 
tween them  in  all  of  which  they  aided,  abetted  and  as- 
sisted Hughes  to  the  loss,  damage  and  detriment  of 
Old  RKO  and  the  Parent  Company  and  to  the  profit, 
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gain  and  advantage  of  Hughes  and  his  owned  or 
controlled  ])rivate  enterprises. 

9.  (a)  Prior  t()  his  acquisition  of  the  Old  RKO 
stock  and  continuing  to  date,  Hughes  has  been  con- 
nected with  Hughes  Tool  Company  of  Texas,  a  mul- 
timillion  dollar  enterprise  which  manufactures  oil- 
well  tools,  has  an  aircraft  division  and  a  motion 
picture  division.  In  addition,  Hughes  had  been  [33] 
engaged  in  building  a  huge  flying  boat  Ctitle  to 
which  is  in  the  Reconstruction  Finance  Corpora- 
tion). 

(b)  Moreover,  as  a  pilot  and  aviation  enthusiast 
Hughes  frequently  engaged  in  speed  trials  and  per- 
sonally handled  the  controls  of  his  experimental 
planes  and  devotes  considerable  of  his  time  to  these 
exploits. 

10.  (a)  AVhen  Hughes  took  over  the  Atlas  hold- 
ings in  Old  RKO  he  continued  to  carry  on  his  multi- 
farious activities  and  though  he  took  the  title 
"Managing  Director  -  Production, "  failed  to  come 
on  to  the  RKO  studio  lot  and  maintained  his  office 
on  the  Samuel  Goldwyn  lot,  a  mile  aw-ay. 

(b)  Hughes  interfered  in  the  production  activi- 
ties of  the  RKO  Radio  Pictures  subsidiary  of  which 
Dore  Schary  was  then  production  chief.  He  caused 
the  cancellation  of  four  or  more  scheduled  feature 
productions  on  one  of  which  the  sets  had  already 
been  built.  He  caused  Dore  Schary  to  leave  RKO 
and  without  setting  foot  on  the  lot,  relegated  opera- 
tion of  the  motion  picture  subsidiary  to  a  three-man 
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interim  executive  committee  consisting  of  persons 
who  were  not  directors  of  Old  RKO  and  who  liad 
never  been  elected  by  RKO's  stockholders. 

(c)  On  or  about  August  18,  1948,  Hughes  caused 
Radio  Pictures  improvidently  to  purchase  from 
himself  (through  Hughes  Tool  Company)  certain 
motion  picture  assets  consisting  of  distribution 
rights  on  one  completed  feature  picture,  reissue  and 
remake  lights  on  ten  additional  completed  feature 
pictures,  certain  motion  picture  stories  and  scripts, 
personal  service  contracts  with  three  artists ;  certain 
motion  picture  production  equipment,  stock  film, 
music  rights  and  motion  picture  titles. 

(d)  In  order  to  give  an  appearance  of  arm's 
length  bargaining  and  to  becloud  the  fact  that 
Hughes  was  [34]  sitting  on  both  sides  of  the  nego- 
tiating table,  the  contract  of  sale  contained  refer- 
ences to  the  required  payment  of  a  "fair  price"  but 
negated  the  effect  thereof  by  subjecting  the  same  to 
the  required  approval  by  respective  boards  of  direc- 
tors of  both  companies. 

(e)  Hughes  caused  advances  to  be  made  to  out- 
side producers  running  to  many  millions  of  dollars 
under  terms  which  provided  for  recovery  only  from 
the  proceeds  of  distribution  of  said  productions. 
Said  advances  were  made  with  reckless  abandon  at 
Hughes'  direction  and  resulted  in  losses  during  the 
times  hereinmentioned  of  upwards  of  one  million 
dollars  per  year.  The  amount  of  $1,296,000  is  set 
forth  as  the  amount  of  unrecoverable  advances  in 
the  Parent  Company's  latest  balance  sheet. 
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(f)  Hughes  conducted  the  affairs  of  the  defend- 
ants RKO  as  if  he  owned  and  controlled  all  of  their 
outstanding  stock  and  as  his  private  husiness. 

(g)  Hughes  disregarded  and  ignored  his  duties 
as  a  director  of  said  defendants  by  failing  to  attend 
meetings  of  the  Board  of  Directors,  except  on  rare 
occasions. 

(h)  Hughes  failed  to  administer  the  affairs  of 
the  said  defendants  in  an  efficient,  careful,  prudent  or 
businesslike  manner;  but  on  the  contrary  (i)  reck- 
lessly and  negligently  suffered  and  permitted  money 
and  assets  of  the  said  defendants  to  be  squandered, 
wasted  and  dissipated;  (ii)  was  unavailable  and 
delayed  approval  to  both  major  and  minor  details 
which  he  himself  ordered  must  await  his  approval, 
and  (iii)  interfered  with  normal  and  regular  pro- 
duction schedules  and  increased  production  costs, 
and  also  laid  off  and  fired  key  personnel  and  virtu- 
ally closed  down  the  studio,  all  pursuant  to  arbi- 
trary, reckless,  negligent  and  erratic  behavior,  [35] 
actions  and  decisions,  and  because  of  personal  pique, 
whim  and  caprice. 

(i)  In  the  instance  of  the  motion  picture  The 
Robe,  Hughes  interfered  and  prevented  its  produc- 
tion because  he  was  not  interested  in  religious  pic- 
tures. Subsequently,  and  within  the  past  two  years, 
pursuant  to  settlement,  the  picture  company  as- 
signed and  transferred  its  rights  to  ] produce  and 
distribute  the  picture  to  Twentieth  Century-Fox 
Film  Corporation,  at  a  loss  and  damage  to  the  said 
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defendants  of  its  investment  and  prospective  profits 
of  some  two  or  more  million  dollars. 

(j)  Hughes  has  used  the  funds  and  property  of 
the  said  defendants  for  his  own  personal  purposes, 
uses  and  benefit,  and  to  the  detriment,  disadvantage 
and  damage  of  the  said  defendants. 

(k)  Hughes  directly  and  indirectly  favored  and 
benefited  third  persons  out  of  funds,  assets  and  prop- 
erty of  the  said  defendants  for  favors,  benefits  and 
advantages  rendered  to  him  personally  by  said  third 
persons. 

(1)  Hughes  has  caused  the  said  defendants  to 
employ  or  contract  with  artists,  groups  and  com- 
panies of  artists,  and  other  personnel  at  great  ex- 
pense, the  services  of  which  artists,  groups  and  com- 
panies of  artists  and  other  personnel  were  not  actu- 
ally utilized,  or  so  infrequently  utilized  as  to  un- 
necessarily and  improperly  cost  and  damage  said 
defendants  by  hundreds  of  thousands  of  dollars. 

(m)  Hughes,  in  connection  with  artists  under 
contract  to  him  personally  or  to  the  said  companies 
owned  and/or  controlled  by  him,  dealt  with  himself 
to  the  loss,  damage  and  detriment  of  the  said  defend- 
ants and  to  the  profit,  gain  and  advantage  of  Hughes 
and  his  said  owned  or  controlled  companies. 

(n)  Hughes  caused  the  said  defendants  to  build 
up  and  expend  substantial  sums  of  money  on  artists 
under  contract  [36]  to  him  personally  or  to  com- 
i:)anies  owned  and/or  controlled  by  him  outside  of 
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RKO  Enterprises,  to  the  loss,  damage  and  detriment 
of  the  said  defendants. 

(o)  Hughes  arbitrarily  and  out  of  personal 
pique,  caprice  and  whim  caused  the  said  defendants 
to  breach  contracts  with  third  persons  and  com- 
panies and/or  assert  unmeritorious  claims  and  de- 
fenses against  such  third  persons  and  companies  at 
an  unnecessary  cost  to  the  picture  company  of 
hundreds  of  thousands  of  dollars. 

(p)  Hughes  caused  said  defendants  to  purchase 
assets,  real  and  personal,  of  dubious,  little  or  no 
value  from  artists  at  substantial  cost  to  the  said 
defendants  in  order  to  induce  said  artists  to  contract 
with  the  said  defendants  and  at  salaries  and  emolu- 
ments not  reflecting  the  true  cost  to  the  said  defend- 
ants, to  their  loss,  damage  and  detriment. 

11.  By  reason  of  the  foregoing  Radio  Pictures 
and  the  Parent  Company  have  sustained  loss  and 
damage  and  Hughes  and  his  private  enterprises  have 
profited,  in  exact  amounts  unknown  to  plaintiffs,  and 
which  can  be  ascertained  only  upon  an  accounting 
in  this  action.  Moreover,  some  of  the  acts  and  trans- 
actions herein  alleged,  constituting  dealings  between 
controlling  shareholders  and  their  nominee-directoi^ 
and  officers  on  the  one  hand,  Avith  their  cestui  que 
trustent  companies,  on  the  other,  require  the  scru- 
tiny by  and  intervention  of  this  Court  of  equity  to 
compel  an  accounting  with  respect  thereto. 

12.  Plaintiffs  have  no  adequate  remedy  at  law. 
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As  and  for  a  Second  Cause  of  Action 

13.  Plaintiffs  repeat  and  reallege  paragraphs ' '  1 " 
through  ''12"  hereof.  [37] 

14.  (a)  The  Parent  Company  and  subsidiary 
companies  according  to  its  last  published  consoli- 
dated balance  sheet  had  indicated  total  assets  of 
$52,540,408. 

(b)  Its  inventories,  which  include  released  pro- 
ductions, at  cost,  less  amortization;  completed  pro- 
ductions, not  released,  at  cost ;  productions  in  prog- 
ress and  charges  to  future  productions,  at  cost,  sup- 
plies, story  rights  and  continuities  were  carried  at 
close  to  $30,000,000. 

(c)  Film  rentals  and  sales,  as  last  reported  in 
the  Parent  Company's  profit  and  loss  statement  pro- 
vided a  revenue  of  $57,000,000  before  expenses. 

(d)  The  Parent  Company  in  the  name  of  Radio 
Pictures  owns  certain  motion  picture  producing  stu- 
dios located  in  Los  Angeles  and  Culver  City,  Cali- 
fornia, comprising  28.5  acres,  containing  26  stages 
having  approximately  328,000  square  feet  of  floor 
space,  as  well  as  many  varied  buildings  used  for  the 
storage  of  equipment  and  maintenance  facilities  and 
for  general  offices.  Also  two  tracts  of  land  in  Culver 
City  (one  adjacent  to  the  Culver  City  studio)  com- 
prising approximately  88  acres.  Of  the  land  adja- 
cent to  the  studio  28  acres  are  used  principally  for 
the  production  of  exterior  scenes  in  motion  pictures, 
the  balance  being  vacant.  Another  tract  of  land  in 
the  Encino  section  of  Los  Angeles,  comprising  ap- 
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proximately  89  acres,  is  used  mainly  for  the  y)roduc- 
tion  of  exterior  scenes  in  motion  pictures. 

(e)  Radio  Pictures  maintains  32  film  exchanges 
in  principal  cities  of  the  United  States  and  Canada 
for  the  sale  and  distribution  of  motion  pictures. 

(f )  Radio  Pictures  distributes  feature  and  short 
subject  motion  pictures  produced  by  others,  such  as 
those  b}^  Samuel  Goldwyn  and  Walt  Disney.  [38] 

(g)  Over  the  years  there  had  accumulated  in  the 
Radio  Pictures  library  approximately  600  feature 
pictures  which  in  addition  to  the  residual  value  in- 
herent therein,  absent  television,  had  an  enormous 
value  to  the  Parent  Company  because  of  their  poten- 
tial use  as  television  material. 

15.  (a)  Just  prior  to  June  4th,  1952,  the  date  of 
the  Annual  Meeting  of  Stockholders  of  the  Parent 
Company,  the  Board  of  Directors  of  the  Parent 
Company  consisted  of  the  following  persons: 

Howard  R.  Hughes 
Ned  Depinet 
Noah  Dietrich 
Francis  J.  O'Hara 
J.  Miller  Walker. 

(b)  Said  Board  of  Directors,  in  about  May, 
1952,  authorized  the  preparation,  assembling  and 
mailing  of  a  ''proxy  statement"  to  accompany  a  no- 
tice of  annual  meeting  to  be  held  on  June  4,  1952, 
in  connection  with  a  solicitation  of  proxies  from  the 
Parent  Company  stockholders  for  use  at  said  annual 
meeting. 
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(c)  With  respect  to  the  item  regarding  the  elec- 
tion of  directors,  it  was  proposed  in  the  proxy  state- 
ment ''  *  *  *  that  five  directors  of  the  Corporation 
shall  be  elected  at  the  Meeting  to  serve  in  accordance 
with  the  bylaws.  *  *  *"  There  then  followed  the 
statement  that  "Under  the  bylaws,  directors  are  to 
be  elected  at  each  Annual  Meeting  of  the  Stockhold- 
ers to  hold  office  until  their  successors  are  respec- 
tively elected  and  qualify,  or  until  they  die,  resign 
or  are  removed." 

(d)  The  solicitation  of  proxies  by  mail  and 
through  the  use  of  professional  proxy  solicitors  was 
made  at  [39]  the  expense  of  the  Parent  Company 
and  in  the  light  of  the  situation  constituted  a  waste 
of  corporate  funds  since  the  said  cost  was  properly 
a  personal  cost  of  Hughes  and  his  co-directors. 

16.  At  all  times  herein  mentioned,  after  nego- 
tiating the  Consent  Decree,  Hughes  had  the  right  to 
sell  the  stock  of  either  his  new  Theatre  Company  stock 
or  new  Picture  Company  stock  even  though  he  had 
previously  elected  to  Tmstee  his  Theatre  Company 
stock,  and,  at  or  about  the  time  of  the  1952  annual 
meeting  of  the  stockholders  of  the  Parent  Company, 
Hughes  entertained  preliminary  negotiations  look- 
ing toward  a  sale  of  his  Picture  Company  stock. 

17.  No  disclosure  was  made  in  the  proxy  solicit- 
ing material  that  while  Hughes  and  his  co-directors 
were  soliciting  proxies  for  their  election  as  directors 
of  the  Parent  Company  for  the  ensuing  year,  to  hold 
office  until  their  successors  are  respectively  elected, 
they  contemplated  surrendering  their  directorships 
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should  Hiighos  successfully  consummate  sucli  nv^o- 
tiations,  and  to  that  extent  the  proxy  material  was 
misleading  and  in  contravention  of  Rep^lation  X-14 
of  the  United  States  Securities  and  Exchange  Com- 
mission promulgated  under  Section  14  of  the  Securi- 
ties and  Exchange  Ar-t  of  1934. 

18.  Hughes  or  persons  acting  on  his  behalf  and 
a  group  of  persons  consisting  of  Ralph  E.  Stolkin, 
A.  L.  Koolish,  Sherrill  Corwin,  Raymond  Ryan  and 
Edward  Burke  (hereinafter  sometimes  referred  to 
as  the  "Chicago  Syndicate")  engaged  in  eight  weeks 
of  negotiations,  commencing  at  or  about  the  time  of 
the  1952  annual  meeting  of  the  Parent  Company 
stockholders  for  the  election  of  directors,  looking  to- 
ward a  transfer  of  control  of  the  Parent  Company 
and  its  property  and  effects  by  Hughes  to  the  Chicago 
Syndicate  to  be  achieved  through  a  sale  [40]  of  his 
Picture  Company  stock  as  a  requisite,  though  secon- 
dary matter,  upon  the  payment  to  him,  in  addition 
to  the  market  value  of  his  said  stock,  a  substantial 
premium  over  and  above  said  market  value. 

19.  That  on  or  about  September  24th,  1952,  the 
shares  of  stock  of  RKO  Pictures  Corporation  were 
selling  on  the  New  York  Stock  Exchange  at  approxi- 
mately $4.50  per  share. 

20.  That  in  the  negotiations  aforementioned  the 
Chicago  Syndicate  made  it  a  condition  and  Hughes 
acquiesced  therein,  that  all  the  officers  and  directors 
in  the  Parent  Com])any  and  its  subsidiaries  should 
forthwith  resign  and  that  under  their  byhiw  i)owor 
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to  fill  vacancies  forthwith  elect  an  entirely  new 
directorates  elected  wholly  by  the  Chicago  syndicate, 
all  in  advance  of  payment  of  the  entire  purchase 
price  which  was  to  be  computed  on  the  basis  of 
market-price  for  the  Hughes  stock  plus  a  premium 
to  Hughes  of  $3,000,000  over  and  above  said  price. 

21.  Hughes  not  only  failed  to  make  any  adequate 
investigation  as  to  the  reputation,  standing  or  ex- 
perience of  the  Chicago  Syndicate  but  did  not  even 
meet  them  personally  until  they  were  present  to 
sign  the  documents  which  transferred  control  to 
them. 

22.  On  or  about  September  24,  1952,  Hughes  con- 
summated the  sale  of  control  of  the  Parent  Com- 
pany and  its  subsidiaries  by  his  own  resignation  and 
the  successive  resignations  of  the  directors  elected 
with  him  in  June  of  1952,  which  was  followed  by 
the  election  of  a  new  member  of  the  Board  of  the 
Parent  Company  of  a  person  belonging  to  or  named 
by  the  Chicago  Syndicate  and  for  the  transfer  of 
such  control  Hughes  earned  a  profit  of  approxi- 
mately $3,000,000.  In  addition,  Hughes  received  the 
prevailing  market  price  for  his  stock  which  he  [41] 
could  not  have  obtained  were  said  1,103,000  shares 
offered  on  the  New  York  Stock  Exchange  in  the 
regular  course. 

23.  The  persons  installed  as  directors  of  the  Par- 
ent Company  and  its  subsidiaries  by  Hughes  and  his 
co-directors  were  Ralph  E.  Stolkin,  A.  L.  Koolish, 
Edward   Burke,   Raymond   Ryan   and   Arnold   M. 
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Grant,  among  others,  who  were  part  of  or  named  by 
the  Chicago  Syndicate. 

24.  Upon  their  installation  as  directors  of  the 
Parent  Company,  the  Chicago  Syndicate  chose  Arn- 
old M.  Grant  to  be  Chairman  of  the  Board,  under  a 
five-year  contract,  at  $2,000  per  week.  They  elected 
themselves  to  various  executive  offices  at  undisclosed 
salaries  and  took  over  management  and  control  of 
the  Fifty  Million  Dollar  RKO  enterprise  and  its 
assets  aforementioned,  with  plenary  power  to  deal 
with  the  same. 

25.  By  exacting  and  receiving  a  price  for  his 
stock,  which  exceeded  its  market  value  by  about 
$3,000,000,  Hughes  in  violation  of  his  fiduciary  du- 
ties to  the  Parent  Company  sold  his  position  as  a 
director  and  officer  of  the  Parent  Company  and  the 
similar  positions  of  his  co-directors  and  co-officers; 
traded  upon  the  Parent  Company's  superior  bar- 
gaining position,  and  appropriated  to  his  own  use  a 
corporate  asset  for  official  action  by  him  and  his 
co-directors. 

26.  By  reason  of  the  foregoing,  Hughes  is  ac- 
countable to  the  Parent  Company  for  his  profits  and 
for  its  losses. 

As  to  Both  Causes  of  Action 

27.  (a)  Subsequent  to  the  assumption  of  control 
by  the  Chicago  Syndicate  of  the  said  defendants 
adverse  publicity  concerning  at  least  two  of  tlie 
directors,    Stolkin   and   Koolish,    [42]    questioning 
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their  character  and  qualifications,  was  broadcast  and 
published  with  the  result  that  three  of  the  five  direc- 
tors, Stolkin,  Koolish  and  Gorman  (the  last  name 
being  the  nominee  of  Raymond  Ryan)  resigned, 
leaving  only  Grant  and  Burke  in  caretaker-control. 

(b)  Thereafter  the  Chicago  Syndicate  turned 
back  their  shares  of  the  stock  and  control  of  the  said 
defendants  to  Hughes  at  a  loss  to  them  and  a  profit 
to  Hughes  of  a  sum  in  excess  of  a  million  dollars. 

(c)  During  the  period  of  control  of  the  Chicago 
Syndicate,  given  to  it  by  Hughes,  the  said  defend- 
ants were  virtually  at  a  standstill,  and  because  of  the 
confusion  and  the  failure  of  the  said  defendants  to 
have  active  management,  and  by  reason  of  the  acts 
of  Hughes,  as  aforesaid,  the  said  defendants  lost  and 
were  damaged  in  excess  of  two  million  dollars. 

28.  Heretofore,  on  October  17th,  1952,  a  written 
demand  was  made  on  behalf  of  the  plaintiffs  Castle- 
man upon  RKO  Pictures  Corporation  to  bring  this 
suit  against  Hughes.  A  copy  of  said  written  demand 
is  attached  hereto  as  Exhibit  ''A."  Two  weeks  later 
an  answer  to  the  said  demand  was  made  by  a  law 
firm,  retained  as  ''independent  counsel"  by  RKO's 
"Present  management."  A  copy  of  said  answer  is 
annexed  hereto  as  Exhibit  "B."  The  reply  to  Exhi- 
bit "B"  is  hereto  annexed  as  Exhibit  "C."  No 
further  or  other  demand  has  been  made  for  the 
reason  that  the  retainer  of  the  "independent  coun- 
sel ' '  by  the  ' '  present  management ' '  may  be  a  nullity 
for  the  reason  that  "i)resent  management"  is  legally 
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impotent  to  do  any  corporate  act  or  thin^  under  the 
Delaware  Corporation  Law  and  the  Parent  Com- 
pany's bylaws.  In  any  event,  it  would  be  unlikely 
to  have  "present  management"  recommend  suit 
against  [43]  Hughes  even  if  "independent  counsel" 
were  to  report  merit  since  the  "present  manage- 
ment" was  installed  by  Hughes  and  is  seeking  an 
$8,000,000  loan  from  Hughes  and  is  friendly  dis- 
posed toward  him.  Any  demand  on  "present  man- 
agement" to  bring  suit  would  be  futile. 

Wherefore,  plaintiffs  pray  for  judgment  as  fol- 
lows: 

1.  That  Hughes  be  ordered  to  account  for  any 
profits,  emoluments  and  gains  received  by  him  di- 
rectly or  indirectly  from  the  transactions  herein 
complained  of  and  be  ordered  to  pay  over  such 
amounts  to  the  Parent  Company  or  Radio  Pictures 
as  their  interests  may  appear. 

2.  That  Hughes  be  ordered  to  account  for  any 
damages  to  the  Parent  Company  or  Radio  Pictures 
resulting  from  the  transactions  herein  complained 
of  and  be  ordered  to  pay  over  such  amounts  to  them 
as  their  interests  may  appear. 

3.  That  any  and  all  contracts  between  the  Parent 
Company  and  Radio  Pictures  with  Hughes  or  any 
of  his  personal  enterprises  be  declared  to  be  null 
and  void  and  of  no  effect  and  that  their  recession 
be  decreed  and  that  insofar  as  any  parts  thereof 
remain  executory  that  their  performance   by  the 
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Parent  Company  and  Eadio  Pictures  be  restrained 
and  enjoined. 

4.  That  plaintiffs  have  such  other  and  further 
relief  as  may  be  just  and  proper  including  a  tem- 
porary receivership  of  the  property  of  the  Parent 
Company  and  Radio  Pictures  for  and  on  behalf  of 
all  the  stockholders  of  the  Parent  Company  simi- 
larly situated. 

5.  That  plaintiffs  be  awarded  the  costs  and  dis- 
bursements of  this  action,  including  a  fair  and  rea- 
sonable allowance  [44]  for  counsel  and  accountants 
fees,  and  other  lawful  expenses  in  connection  with 
the  prosecution  of  this  action. 

Dated:     March  4,  1953. 

BERNARD  REICH, 
LOUIS  KIPNIS  and 
LEO  B.  MITTELMAN, 

By  /s/  BERNARD  REICH, 

Attorneys  for  Plaintiffs.  [45] 
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EXHIJ5IT  A 

Louis  Kipnis 

111  Broadway 

New  York  6,  New  York 

October  17,  1952. 
RKO  Pictures  Corporation, 
1270  Avenue  of  the  Americas, 
New  York  20,  New  York. 

Gentlemen : 

My  clients,  Eli  B.  Castleman  and  Marion  V. 
Castleman,  are  the  beneficial  owners  of  2,500  shares 
of  the  common  capital  stock  of  RKO  Pictures  Cor- 
poration (hereinafter  RKO  Pictures),  some  of 
which  is  registered  in  the  name  of  Bennett,  Smith 
&  Co.  and  some  of  it  in  the  name  of  Clark,  Dodge 
&  Co. 

On  their  behalf,  this  demand  is  made  upon  you  to 
bring  suit  against  Howard  R.  Hughes,  as  follows : 

(a)  For  an  accounting  by  him  to  RKO  Pictures 
of  the  approximately  $3,000,000  personal  profit  made 
by  him  in  the  sale  of  the  oflficerships  and  director- 
ships in  RKO  Pictures  and  of  his  approximately 
30%  of  RKO  Pictures  common  capital  stock ; 

(See:  McChire  vs.  Law,  161  N.Y.  78 

Bosworth  vs.  Allen,  168  N.Y.  157 
Mitchell  vs.  Dilbeck,  10  Cal.  2  341 
Insuranshares  Corp.  vs.  Northern  Fis- 
cal Corp.,  35  F.Supp.  22) 
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(b)  To  the  extent  that  all  the  consideration 
money  has  not  yet  passed,  to  impress  a  trust  upon 
the  said  unpaid  balance  due  to  Hughes  for  the  ben- 
efit of  RKO  Pictures ; 

(c)  To  the  extent  that  there  have  not  yet  been 
transferred  on  the  stock  books  of  RKO  Pictures  the 
change  of  [46]  ownership  of  said  approximately 
30%  of  the  Hughes  stock  to  the  purchasers  to  enjoin 
the  transfer  agent,  The  Chase  National  Bank  of  the 
City  of  New  York,  from  recording  said  change  of 
ownership  on  the  transfer  books; 

(d)  To  compel  Hughes  to  account  for  his  official 
conduct  as  officer  and  director  of  RKO  Pictures  and 
of  RKO  Radio  Pictures  Inc.,  in  the  management 
and  disposition  of  the  funds  and  property  of  said 
corporation;  and 

(e)  To  compel  him  to  pay  to  RKO  Pictures  such 
moneys  as  have  been  lost  or  wasted  through  his 
neglect  or  failure  to  perform  his  duties  as  such 
director  and  officer. 

(See:  Bosworth  vs.  Allen,  supra.) 

Please  let  me  have  your  prompt  reply  since  my 
clients  consider  the  plight  of  the  company  extremely 
serious.  In  the  event  I  do  not  have  your  immediate 
assurance  that  you  will  forthwith  commence  such  a 
suit,  I  will  continue  the  present  suit  of  my  clients 
to  achieve  such  goals  derivatively  for  RKO  Pic- 
tures. 

Very  truly  yours, 

/s/  LOUIS  KIPNIS.  [47] 
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EXHIBIT  B 

Cravath,  Swaine  &  Moore 
15  Broad  Street 
New  York  5,  New  York 

October  30, 1952. 
RKO  Pictures  Corporation 

Dear  Sir : 

Your  letter  dated  October  17,  1952,  addressed  to 
RKO  Pictures  Corporation,  has  been  referred  to  us 
for  reply  by  the  Corporation. 

As  independent  counsel  to  the  Corporation,  re- 
tained by  its  present  management,  we  have  been  re- 
quested to  advise  the  Corporation,  among  other 
things,  with  respect  to  the  matters  referred  to  in 
your  letter.  Until  we  have  completed  such  investi- 
gation as  we  shall  consider  necessary  in  order  to 
advise  the  Corporation  in  the  premises,  and  have 
rendered  the  requested  opinion,  the  Board  of  Direc- 
tors of  the  Corporation  will  not  be  in  a  position  to 
take  action  with  respect  to  the  demand  contained  in 
your  letter. 

If  you  have  any  facts  in  your  possession  which,  in 
your  opinion,  would  justify  the  Corporation  bring- 
ing suit  against  Mr.  Howard  Hughes  or  any  of  the 
other  former  directors  of  RKO  Pictures  Corpora- 
tion, in  respect  of  the  matters  referred  to  in  ])ara' 
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graphs   (d)   and   (e)   of  your  aforesaid  letter,  we 
will  be  pleased  to  know  of  them. 

Very  truly  yours, 

(Signed) 

CRAVATH,  SWAINE  & 
MOORE. 

Louis  Kipnis,  Esq. 
Ill  Broadway 
New  York  6,  N.  Y. 

AA  [48] 


EXHIBIT  C 

Louis  Kipnis 

111  Broadway 

New  York  6,  New  York 

October  31,  1952. 
Cravath,  Swaine  &  Moore, 
15  Broad  Street, 
New  York  5,  New  York. 

re :  RKO  Pictures  Coii^oration 

Gentlemen : 

I  acknowledge  with  thanks  receipt  of  your  letter 
dated  October  30,  1952,  in  the  above-entitled  mat- 
ter. 

You  advise  me  therein  that  you  have  been  re- 
quested to  advise  the  Corporation  as  independent 
counsel  with  respect  to  the  matters  referred  to  in 
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my   lettcT   of   October    17    "    *    *    *    among 
things  *  *  *." 

May  I  request  that  yon  advise  the  corporation  to 
furnish  me  with  the  result  of  any  action  taken  by 
it  ill  connection  with  the  price  agreed  to  be  paid, 
or  paid,  for  certain  motion  picture  assets  sold  by 
Hughes  Tool  Company  to  RKO  Radio  Pictures, 
a  wholly-owned  subsidiary  of  the  Corporation,  all 
as  described  in  the  Proxy  Statement  for  the  Special 
Meeting  of  Stockholders  to  be  held  July  25,  1950, 
and  concerning  which  transactions  no  further  infor- 
mation appears  to  have  been  furnished  to  the  stock- 
holders. 

Similarly  will  j^ou  furnish  the  same  information 
relative  to  the  motion  picture,  "The  Outlaw." 

In  view  of  the  fact  that  you  are  conducting  an 
investigation,  may  I  suggest  that  I  be  permitted  to 
participate  within  the  limitations,  of  course,  of 
Section  113  of  the  Stock  Corporation  Law  of  the 
State  of  New  York  and  Section  29  [49]  of  the  Dela- 
ware Corporation  Law. 

Assuring  you  of  my  cooperation,  I  remain. 

Very  truly  yours, 

C :     Rko  Pictures  Corporation 
1270  Avenue  of  the  Americas 
New  York  20,  New  York 

LK:ms 

Duly  verified. 

[Endorsed] :     Filed  March  4,  1953.  [50] 
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[Title  of  District  Court  and  Cause.] 

NOTICE  OF  MOTION 

To  Bernard  Reich,  9441  Wilshire  Boulevard,  Bev- 
erly Hills,  California,  Attorney  for  Plaintiffs: 

Please  take  notice  that  the  undersigned  will  bring 
the  above  Motion  on  for  hearing  before  this  Court 
in  Courtroom  No.  8,  Post  Office  and  Court  House 
Building,  Los  Angeles,  California,  on  the  13th  day 
of  April,  1953,  at  10:00  a.m.,  or  as  soon  thereafter 
as  counsel  can  be  heard. 

/s/  T.  A.  SLACK, 

Attorney  for  Defendant, 
Howard  R.  Hughes. 

Dated  March  25,  1953.  [52] 


[Title  of  District  Court  and  Cause.] 

MOTION 

The  defendant,  Howard  R.  Hughes,  appearing 
herein  specially  and  for  this  purpose  only,  moves 
the  Court  to  dismiss  the  action  or  in  lieu  thereof 
to  quash  the  return  of  ser^dce  of  summons  on  this 
defendant  on  the  following  grounds: 

(A)  A  copy  of  the  summons  was  not  personally 
served  on  this  defendant. 

(B)  A  copy  of  the  summons  was  not  left  at  this 
defendant's  dwelling  house  or  usual  place  of  abode. 
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(C)  The  Beverly  Hills  Hotel  in  Los  Anpjeles, 
California,  is  not  the  usual  residence  or  place  of 
a])ode  of  this  defendant  and  was  not  on  March  G, 
1953,  the  date  on  which  service  was  attempted  on 
this  defendant. 

(D)  Since  long-  prior  to  March  6,  1953,  and  at 
all  times  [53]  material  hereto  this  defendant  has 
maintained  his  only  residence  and  usual  place  of 
abode  in  Las  Vegas,  Nevada,  and  since  establishing 
his  residence  in  Nevada  he  has  never  returned  to 
the  State  of  California. 

In  support  of  such  Motion,  there  is  attached 
hereto  the  affidavit  of  Howard  R.  Hughes. 

/s/  T.  A.  SLACK, 

Attorney  for  Defendant, 
Howard  R.  Hughes.  [54] 


AFFIDAVIT 

State  of  Nevada, 
County  of  Clark — ss. 

Before  me,  the  undersigned  authority,  on  this  day 
personally  appeared  Howard  R.  Hughes,  known  to 
me,  who  being  by  me  duly  sworn  did  upon  oath 
state  as  follows: 

I  became  a  resident  of  the  State  of  Nevada  long 
prior  to  March  6,  1953.  Since  becoming  a  resident 
of  Nevada,  I  have  never  resided  in  the  State  of 
California    nor    maintained    therein    a    residence, 
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dwelling  house  or  place  of  abode,  nor  have  I  author- 
ized any  person  in  California  to  accept  service  of 
summons  in  my  behalf. 

/s/  HOWARD  R.  HUGHES. 

Sworn  to  and  subscribed  before  me  this  25th  day 
of  March,  1953. 

[Seal]        /s/  ELAINE  LARSEN, 

Notary  Public  in  and  for 
Said  County  and  State. 

My  commission  expires  June  16,  1956. 
[Endorsed] :     Filed  March  25,  1953.  [57] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— APRIL  13,  1953 

Present:  The  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs :   Bernard  Reich. 

Counsel  for  Defendants:   Guy  Knupp  for 
Deft.  RKO  Radio  Pictures,  Inc. 

Proceedings : 

For  hearing  (1)  motion  on  behalf  of  deft.  Howard 
R.  Hughes,  appearing  herein  specially,  to  dismiss 
this  action,  or  in  lieu  thereof  to  quash  the  return 
of  service  of  summons  on  this  defendant,  pursuant 
to  notice,  motion,  affidavit  of  Howard  R.  Hughes, 
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and  memo,  of  points  and  authoi-ities,  filed  March 
25,  1953;  (2)  motion  on  behalf  of  deft.  RKO  Radio 
Pictures,  Inc.,  for  an  order,  pursuant  to  Sec.  834 
of  the  Corporations  Code  of  the  State  of  California, 
requiring  the  plaintiffs  to  furnish  security  for  rea- 
sonable expenses,  including  attorneys'  fees,  which 
may  be  incurred  by  defendant,  in  connection  with 
such  action,  including  expenses  for  w^hich  said  cor- 
poration may  become  liable  pursuant  to  Sec.  830  of 
the  Corporations  Code  of  the  State  of  Calif.,  etc., 
pursuant  to  notice,  motion,  affidavit  of  Roy  W. 
McDonald,  and  reasons,  points,  and  authorities, 
filed  April  2,  1953. 

Attorney  Reich  makes  a  statement  re  continuance 
of  said  motions. 

Attorney  Knupp  makes  a  statement. 

It  Is  Ordered  that  cause  as  to  hearing  on  motion 
(1)  on  behalf  of  deft.  Howard  R.  Hughes,  etc.,  is 
continued  to  April  27,  1953,  10  a.m. 

Court  makes  a  statement  and  It  Is  Ordered  that 
cause  as  to  hearing  on  motion  (2)  on  behalf  of  deft. 
RKO  Radio  Pictures,  Inc.,  is  continued  to  June  8, 
1953,  10  a.m. 

EDMUND  L.  SMITH, 
Clerk; 

MURRAY  E.  WIRE, 
Deputy  Clerk.  [77] 
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[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— APRIL  27,  1953 

Present:  The  Hon.  Ben  Harrison, 

District  Judge. 

Counsel  for  Plaintiffs :  Bernard  Reich. 

Counsel  for  Defendant  Hughes :  Rajonond 
A.  Cooke  (of  Texas),  admitted  specially 
for  purpose  of  this  case  only,  on  motion 
of  Atty.  Reich. 

Proceedings : 

For  hearing  motion  on  behalf  of  deft.  Howard  R. 
Hughes,  appearing  herein  specially,  to  dismiss  this 
action,  or,  in  lieu  thereof,  to  quash  the  return  of 
service  of  summons  on  this  defendant,  pursuant  to 
notice,  motion,  affidavit  of  Howard  R.  Hughes,  and 
Memo,  of  points  and  authorities,  filed  March  25, 
1953. 

On  motion  of  Attorney  Reich  It  Is  Ordered  that 
Raymond  A.  Cooke,  of  Texas,  is  admitted  to  prac- 
tice in  this  Court  for  the  purpose  of  this  case  only. 

Attorney  Cooke  makes  a  statement  and  requests 
a  continuance. 

Attorney  Reich  makes  a  statement  and  consents 
to  a  continuance  for  hearing  said  motion. 

It  Is  Ordered  that  cause  is  continued  to  June  8, 
1953,  10  a.m.,  for  hearing  said  motion. 

EDMUND  L.  SMITH, 

Clerk; 

MURRAY  E.  WIRE, 
Deputy  Clerk.  [78] 
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[Title  of  District  Court  and  Cause.] 

STIPULATION 

It  Is  Hereby  Stipulated,  Consented  to  and  Agreed 
by  and  between  the  attorneys  for  the  plaintiffs  and 
the  attorneys  for  the  defendant  RKO  Radio  Pictures, 
Inc.,  that  the  notice  of  the  attorneys  for  the  plaintiffs 
dated  May  11,  1953,  to  take  the  deposition  of  the 
defendant  RKO  Radio  Pictures,  Inc.,  by  Howard 
R.  Hughes  on  the  28th  day  of  May,  1953,  at  10:00 
a.m.  at  Room  214,  California  Bank  Building,  9441 
Wilshire  Boulevard,  Beverly  Hills,  California,  be 
and  the  same  hereby  is  adjourned  until  July  27, 
1953,  without  prejudice  to  the  right  of  the  defend- 
ant RKO  Radio  Pictures,  Inc.,  to  move  for  an  [79] 
order  quashing  said  notice  of  deposition  or,  in  the 
alternative,  for  an  order  directing  that  the  deposi- 
tion of  the  defendant  RKO  Radio  Pictures,  Inc., 
by  Howard  R.  Hughes  be  taken  at  the  same  time 
and  place  as  the  deposition  of  said  Howard  R. 
Hughes  in  an  action  pending  in  the  Eighth  Judicial 
District  of  the  State  of  Nevada,  in  and  for  the 
County  of  Clark,  entitled  Eli  B.  Castleman  and 
Marion  V.  Castleman,  doing  business  as  Wolverine 
Textile  Company,  and  Louis  Feuerman,  plaintiffs, 
against  J.  Miller  Walker,  Francis  J.  O'Hara,  Jr.; 
Howard  R.  Hughes,  Noah  Dietrich,  Ned  E.  Depinet, 
Hughes  Tool  Company,  RKO  Pictures  Corporation 
and  RKO  Radio  Pictures,  Inc.,  defendants. 

It  Is  Further  Stipulated,  Consented  to  and 
Agreed  by  and  between   such   attorneys  that   the 
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return  day  and  the  submission  of  the  motion  here- 
tofore served  by  the  defendant  RKO  Radio  Pic- 
tures, Inc.,  upon  the  attorneys  for  the  plaintiffs 
requesting  from  the  Court  an  order,  pursuant  to 
Section  834  of  the  Corporations  Code  of  the  State 
of  California,  requiring  the  plaintiffs  to  give  secur- 
ity for  expenses  which  such  moving  defendant  may 
incur  in  this  action,  be  and  the  same  is  hereby  ex- 
tended to  August  10,  1953. 

It  Is  Further  Stipulated,  Consented  to  and 
Agreed  by  and  between  such  attorneys  that  in 
accordance  with  Section  834(c)  of  the  Corporations 
Code  of  the  State  of  California,  prosecution  of  this 
action  shall  be  stayed  until  ten  (10)  days  after  the 
motion  for  security  for  expenses  has  been  disposed 
of  and  that  the  time  of  the  defendant  RKO  Pic- 
tures, Inc.,  to  answer  or  move  with  respect  to  the 
complaint  herein  be  and  the  same  is  [80]  hereby 
extended  until  ten  (10)  days  after  such  motion  has 
been  disposed  of. 

Dated:  May  22,  1953. 

By  /s/  BERNARD  REICH, 
LOUIS  KIPNIS  and 
LEO  B.  MITTELMAN, 

By  /s/  LOUIS  KIPNIS, 

Attorneys  for  Plaintiffs. 

MITCHELL,  SILBERBERG  & 
KNUPP, 

By  /s/  GUY  KNUPP; 


vs.  Howard  Hur/hes,  etc.,  et  al.  39 

DONOVAN,  LEISURE, 
NEWTON  &  IRVINE, 

By  /s/  ROY  W.  McDONALD, 

Attorneys  for  Defendant, 
RKO  Radio  Pictures,  Inc. 

It  Is  So  Ordered:  May  25,  1953. 

/s/  BEN  HARRISON, 
Judsje. 

[Endorsed] :     Filed  May  25,  1953.  [81] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— JUNE  8,  1953 

Present:  The  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs:   No  appearance. 

Counsel  for  Defendants:  Raymond  A. 
Cook  (Houston,  Texas),  of  counsel  for 
deft.  Howard  R.  Hughes. 

Proceedings : 

For  hearing  motion  on  behalf  of  defendant  How- 
ard R.  Hughes,  appearing  specially,  to  dismiss  this 
action,  or  in  lieu  thereof,  to  quash  the  return  of 
service  of  summons  on  this  defendant,  pursuant  to 
notice,  motion,  affidavit  of  Howard  R.  Hughes,  and 
memo,  of  points  and  authorities,  filed  March  25, 
1953. 
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Attorney  Cook  makes  a  statement. 

It  Is  Ordered  that  said  motion  to  dismiss  is 
granted;  counsel  for  said  deft.  Hughes  to  prepare 
and  ser^^e  form  of  order  and  present  same  for 
signature. 

EDMUND  L.  SMITH, 
Clerk; 

By  MURRAY  E.  WIRE, 
Deputy  Clerk.  [82] 


In  the  United  States  District  Court,  Southern 
District  of  California,  Central  Division 

No.  14,848-BH 

ELI  B.  CASTLEMAN  and  MARION  V.  CAS- 
TLEMAN, Doing  Business  as  WOLVERINE 
TEXTILE  COMPANY,  and  LOUIS  FEUER- 

MAN, 

Plaintiffs, 

vs. 

HOWARD  R.  HUGHES,  RKO  PICTURES  COR- 
PORATION, RKO  RADIO  PICTURES, 
INC.,  and  THE  CHASE  NATIONAL  BANK 
OF  THE  CITY  OF  NEW  YORK, 

Defendants. 

ORDER 

On  the  8th  day  of  June,  1953,  came  on  to  be  heard 
the  motion  of  defendant,  Howard  R.  Hughes,  to 
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dismiss  the  action,  or  in  lieu  thereof  to  quash  the 
return  of  service  of  summons;  and  it  appearing  to 
the  Court  by  uncontroverted  affidavit  that  the  de- 
fendant, Howard  R.  Hughes,  became  a  resident  of 
the  State  of  Nevada  long  prior  to  the  period  ma- 
terial hereto, 

It  is,  therefore,  Ordered  and  Decreed  that  the 
return  of  service  of  summons  as  to  the  defendant, 
Howard  R.  Hughes,  be  and  the  same  is  lioroby 
quashed. 

It  further  appearing  to  the  Court  hy  tlie  record 
in  this  action  that  there  is  another  action  ponding 
in  the  State  of  Nevada  [83]  in  which  the  same 
plaintiffs  herein  are  the  plaintiffs,  and  in  which 
additional  necessary  defendants  are  joined,  with  all 
parties  properly  before  the  Court ;  that  such  action 
is  being  actively  prosecuted  before  that  Court ;  and 
that  the  relevant  Nevada  Rules  of  Civil  Procedure 
are  identical  with  the  Federal  Rules  of  Ci^dl  Pro- 
cedure governing  actions  of  this  type. 

It  is,  accordingly,  further  Ordered  and  Decreed 
that  this  action  be,  and  the  same  is  hereby  dismissed 
without  prejudice,  the  taxable  costs  of  court  exclu- 
sive of  attorneys'  fees  to  be  adjudged  against  the 
plaintiffs  in  the  mthin  action. 

Entered  this  26th  day  of  June,  1953. 

/s/  BEN  HARRISON. 

United  States  District  Judge. 
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Approved  as  to  Form : 

/s/  LOUIS  KIPNIS, 

y 

HENRY  HERZBRUN, 

Attorneys  for  Plaintiffs. 

/s/  T.  A.  SLACK, 

/s/  RAYMOND  A.  COOK, 

Attorneys  for  Defendant, 
Howard  R.  Hughes. 

/s/  ROY  w.  McDonald, 

/s/  GUY  KNUPP, 

Attorneys  for  Defendant, 
RKO  Radio  Pictures,  Inc. 

[Endorsed] :     Filed  June  26,  1953. 
Docketed  and  entered  June  26,  1953.  [84] 


[Title  of  District  Court  and  Cause.] 

MOTION  TO  VACATE  ORDER  OF  DISMISSAL 
DATED  JUNE  26,  1953 

Plaintiffs  move  to  vacate  the  Order  of  Dismissal 
dated  June  26,  1953,  on  the  following  grounds: 

1.  The  Order  purports  to  afford  relief  beyond 
that  which  was  applied  for  by,  and  is  different  in 
kind  from  the  demand  in,  the  motion  or  motions. 

2.  The  Order  purports  to  be  wider  in  scope  and 
affords  relief  beyond  that  which  was  directed  by 
minute  order. 
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3.  The  defendants  failed  to  comply  with  the  said 
minute  order  in  that  plaintiffs'  attorneys  were  not 
served  with  any  proposed  order. 

4.  Defendants  did  not  comply  with  Local  Rnle 
7(a). 

5.  Justice  requires  the  vacation  of  the  said  [86] 
Order. 

The  motion  will  be  based  on  the  following: 

1.  The  records  and  files  of  this  Court. 

2.  The  Notice  of  Hearing  herein. 

3.  Plaintiffs'  Memorandum  of  Points  and  Au- 
thorities. 

4.  An  affidavit  of  Bernard  Reich  to  be  filed 
within  the  time  fixed  by  the  Rules. 

Dated:   August  11,  1953. 

/s/  BERNARD  REICH, 

Attorney  for  Plaintiffs.  [87] 


[Title  of  District  Court  and  Cause.] 

NOTICE  OF  HEARING 

To  the  Defendants  and  to  Their  Attorneys,  and  to 
Louis  Kipnis  and  Leo  B.  Mittelman,  Esqs. : 

Please  Take  Notice  that  the  within  Motion  will 
be  heard  by  the  above-entitled  Court,  United  States 
District  Judge  Ben  Harrison,  in  his  courtroom  in 
the  Federal  Post  Office  and  Court  House  Building, 
Los  Angeles,  California,  at  10  a.m.,  or  as  soon  there- 


44  Eli  B.  Castleman,  et  at., 

after  as  counsel  can  be  heard,  on  the  5th  day  of 
October,  1953. 

Dated:   August  11,  1953. 

/s/  BERNARD  REICH, 

Attorney  for  Plaintiifs. 

[Endorsed] :     Filed  August  17,  1953.  [88] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  BERNARD  REICH  IN  SUP- 
PORT OF  MOTION  TO  VACATE  ORDER 
OF  DISMISSAL  MADE  JUNE  26,  1953 

State  of  California, 
County  of  Los  Angeles — ss. 

Bernard  Reich,  being  first  duly  sworn,  deposes 
and  says: 

1.  I  am  local  attorney  of  record  for  the  plain- 
tiffs in  the  above-entitled  action. 

2.  (a)  Louis  Kipnis  and  Leo  B.  Mittelman, 
whose  address  is  111  Broadway,  New  York  6,  New 
York,  are  New  York  attorneys  who  appear  with  me 
as  attorneys  for  the  plaintiffs,  although  they  are 
not  licensed  to  practice  in  the  State  of  California 
and  have  not  been  admitted  for  the  purposes  of 
this  case. 

(b)  Donovan,  Leisure,  Newton  &  Irvine  of  2 
Wall  Street,  New  York  5,  New  York,  have  appeared 
in  this  action  as  [96]  attorneys  for  defendant  RKO 
Radio  Pictures,  Inc. 
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(c)  Thomas  A.  Slack  of  7000  Romaiiie  Street, 
Hollywood  38,  California,  and  Raymond  A.  Cook 
of  Texas,  have  appeared  as  attorneys  for  the  de- 
fendant Howard  R.  Hughes. 

(d)  Mitchell,  Silberberg  &  Knupp  of  Los  An- 
geles have  appeared  as  attorneys  for  the  defendant 
RKO  Radio  Pictures,  Inc. 

3.  On  Saturday,  December  13,  1952,  T  received 

a  telephone  call  from  New  York  from  Messrs. 
Kipnis  and  Mittelman  retaining  me  to  file  suit  in 
behalf  of  the  plaintiffs.  On  Monday,  December  15, 
1952,  I  filed  this  suit. 

4.  Mr.  Kipnis  had  previously  filed  a  similar  suit 
in  the  Supreme  Court  of  the  State  of  New  York 
and  there  was  pending  before  New  York  Supreme 
Court  Justice  Henry  Clay  Greenberg  Mr.  Kipnis^ 
motion  for  the  appointment  of  a  receiver. 

5.  On  December  26,  1952,  I  read  in  the  trade 

papers  and  learned  for  the  first  time  that  plaintiffs 

had  filed  a  derivative  action  in  the  state  court  in 

Las  Vegas,  Nevada.  I  was  not  informed  by  Messrs. 

Kipnis  and  Mittelman  of  their  intentions  to  file 

such  suit. 

* 

6.  (a)  On  January  27,  1953,  a  local  trade  paper 
reported  that  the  motion  in  New  York  for  the 
appointment  of  a  receiver  had  been  withdrawn. 
Attached  hereto  and  marked  Exhibit  ''A"  is  a  true 
copy  of  the  said  article  purporting  to  recite  the 
proceedings  before  Mr.  Justice  Greenberg. 

(b)     The  motion  for  the  appointment  of  a  re- 
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ceiver  was  withdrawn  in  New  York  not  only  without 
my  consent  but  without  my  knowledge  or  prior  con- 
sultation. 

7.  Upon  information  and  belief  the  original 
complaint  filed  here,  except  for  jurisdictional  alle- 
gations, is  identical  with  the  New  York  and  Nevada 
complaints.  However,  the  amended  [97]  complaint 
in  this  action  introduced  many  additional  issues. 

8.  (a)  On  or  about  February  4,  1953,  I  received 
a  notice  from  the  Court  that  the  action  had  been 
placed  on  the  calendar  pursuant  to  Rule  16  for 
Monday,  February  9,  1953. 

(]))  On  February  5,  1953,  I  wrote  to  Judge 
Harrison  asking  his  indulgence  until  I  had  an 
opportunity  to  confer  with  New  York  counsel  per- 
sonally in  New  York  City.  I  received  notice  from 
the  clerk  that  the  hearing  scheduled  for  February 
9th  had  been  continued  to  March  2,  1953. 

(c)  I  conferred  with  New  York  counsel  and  it 
was  agreed  that  the  complaint  would  be  amended 
and  service  made.  I  so  informed  Judge  Harrison 
on  March  2,  1953. 

9.  (a)  The  amended  complaint  herein  was  filed 
on  March  4,  1953,  and  service  was  thereafter  made 
on  the  defendant  Howard  R.  Hughes  at  the  Beverly 
Hills  Hotel  and  on  RKO  Radio  Pictures,  Inc.,  at  | 
its  Los  Angeles  studio.  The  defendant  RKO  Pic- 
tures Corporation  refused  to  submit  to  process  on 
the  ground  that  it  was  not  doing  business  in  Cali- 
fornia. 
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()))  The  defendant  RKO  Radio  Pictures,  Inc., 
was  served  not  only  with  process  but  with  a  Notice 
of  the  Takiuf]^  of  tlio  Deposition  of  its  officer  and 
employee,  the  defendant  Howard  R.  Hughes. 

10.  With  respect  to  the  Nevada  action,  I  learned 
that  Mr.  Hu,2^hes  had  submitted  himself  to  the  juris- 
diction in  Nevada  as  did  the  defendant  RKO  Pic- 
tures Corporation,  notwithstanding  it  did  no  more 
business  in  the  State  of  Nevada  than  it  did  in  the 
State  of  California.  I  learned  for  another  [98] 
thing  that  Nevada  has  no  security  law  such  as  may 
be  available  to  defendants  in  the  State  of  California. 
From  the  U.  S.  Marshal  I  learned  that  Mr.  Hughes 
had  purported  to  renounce  his  Beverly  Hills  resi- 
dence for  Las  Vegas,  Nevada,  apparently  between 
the  time  this  action  was  filed  and  the  complaint  was 
amended  and  served  at  the  Beverly  Hills  Hotel,  and 
shortly  before  he  accepted  service  of  process  in  the 
Nevada  action. 

11.  Messrs.  Kipnis  and  Mittelman,  by  letter  and 
by  telephone,  importuned  me  and  instructed  me  to 
withdraw  the  Notice  of  Mr.  Hughes'  deposition.  I 
told  them  that  the  deposition  was  necessary  on  the 
issue  of  any  application  for  security.  They  both 
assured  me  that  no  such  motion  would  be  made 
and  if  made  they  would  consider  it  an  act  of  bad 
faith  and  that  I  would  then  be  free  to  notice  Mr. 
Hughes'  deposition.  I  complied  with  their  request; 
but  soon  thereafter  was  served  with  two  sets  of 
motion  papers,  one  in  behalf  of  the  defendant 
Howard  R.  Hughes  to  quash  the  service  on  him  on 


48  Eli  B.  Castleinan,  et  al., 

the  ground  that  he  was  not  at  the  time  of  purported 
service  a  resident  of  Beverly  Hills,  California,  but 
had  removed  to  Las  Vegas,  Nevada.  The  second  was 
a  motion  in  behalf  of  the  defendant  RKO  Radio 
Pictures,  Inc.,  for  security  pursuant  to  the  Cor- 
porations Law  of  the  State  of  California.  It  is 
significant  that  Mr.  Hughes'  motion  to  quash  does 
not  give  the  date  when  he  removed  to  Las  Vegas, 
Nevada. 

12.  Both  motions  were  made  returnable  April 
13,  1953. 

13.  On  April  3,  1953,  I  noticed  Mr.  Hughes' 
deposition  for  April  9,  1953,  four  days  before  the 
return  date  of  the  defendants'  said  motions. 

14.  Agam  Messrs.  Kipnis  and  Mittelman  impor- 
tuned me  to  withdraw  the  notice  of  Mr.  Hughes' 
deposition.  I  did  so  when  the  defendants  agreed  to 
put  Hughes'  motion  to  quash  process  [99]  over  to 
April  27,  1953,  and  RKO's  motion  for  security  over 
to  June  8,  1953. 

15.  The  difference  between  New  York  counsel 
and  myself  at  this  point  was  centered  on  my  opinion 
that  I  could  not  resist  the  motion  for  security  with- 
out taking  the  deposition  of  Mr.  Hughes,  and  that 
if  I  was  going  to  take  the  deposition  of  Mr.  Hughes 
I  should  examine  him  on  all  points,  including  his 
residence.  New  York  counsel  Avished  me  to  default 
on  the  motion  to  quash  service  on  Mr.  Hughes  and 
not  to  take  the  deposition  of  Mr.  Hughes.  As  to 
the  motion  for  security,  they  took  no  position. 
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16.  On  April  22,  1953,  Mi*.  Kipnis  wrote  mc  and 
instructed  me  to  default  on  Mr.  Hu^lies'  motion  to 
quash  returnable  April  27,  1953,  and  sent  a  copy 
of  this  letter  to  the  Court. 

17.  The  letter  contains  a  denial  of  certain  facts 
allej^ed  by  me  in  my  letter  of  April  20th  to  Mr. 
Mittelman.  As  my  letter  contains  matters  which 
must  remain  confidential,  unless  ruled  otherwise  by 
the  Court,  I  cannot  in  this  affidavit  refute  the  whole 
of  Mr.  Kipnis'  letter,  a  copy  of  which  went  to  the 
Court. 

18.  Prior  to  the  return  date  of  April  27,  1953, 
however,  I  met  with  one  of  the  attorneys  for  ^Mr. 
Hughes  who  agreed  that  the  motion  should  go  over 
to  June  8th.  This  was  approved  by  Judge  Harrison 
on  April  27th,  although  the  Court  referred  to  Mr. 
Kipnis'  letter  instructing  me  to  default.  My  duty 
to  my  clients  prevented  me  from  laying  the  entire 
matter  before  the  Court.  I  merely  stated  to  Judge 
Harrison  that  there  w^as  a  difference  between  New 
York  counsel  and  myself  and  that  I  hoped  to  have 
it  resolved  before  June  8th. 

19.  In  the  meantime,  at  the  instance  of  Messrs. 
Kipnis  and  [100]  Mittelman,  on  May  22,  1953,  I 
entered  into  a  stipulation  with  Mr.  Guy  Knupp  of 
Mitchell,  Silberberg  &  Knupp  and  Mr.  Roy  W. 
McDonald  of  Donovan,  Leisure,  Newton  &  Irvine, 
attorneys  for  defendant  RKO  Radio  Pictures,  Inc., 
which  continued  the  motion  for  security  to  August 
10,  1953,  and  continued  Mr.  Hughes'  deposition  to 
July  27,  1953.   It  was  also  arranged  that  the  plain- 
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tiffs  would  default  on  the  motion  to  quash  service 
of  process  on  Mr.  Hughes. 

20.  Pursuant  to  the  understanding  I  did  not 
appear  on  the  return  date  of  the  motion  to  quash 
the  service  of  process  on  Mr.  Hughes. 

23.  On  June  27,  1953,  I  received  from  the  clerk 
of  the  court  notice  that  ''Order  to  quash  service  of 
summons  and  dismissing  action  has  been  docketed 
and  entered."  On  or  about  June  29th  I  checked  the 
docket  and  found  an  entry  which  although  ambigu- 
ous indicated  that  the  action  had  been  dismissed 
against  the  defendant  Hughes  only.  However,  I 
brought  the  matter  to  the  attention  of  the  Chief 
Deputy  Clerk,  Mr.  Theodore  Hocke,  who  stated  that 
he  would  take  the  matter  up  with  Judge  Harrison's 
clerk  and  have  the  docket  corrected. 

22.  I  knew  nothing  and  thought  nothing  more 
of  the  matter  until  I  received  a  telephone  call  on 
July  14,  1953,  from  an  attorney  in  the  office  of 
Mitchell,  Silberberg  &  Knupp,  who  asked  me  did 
I  consider  that  the  order  in  this  case  dismissed  the 
action  against  all  of  the  defendants.  Thinking  that 
he  was  referring  to  the  minute  order,  I  said  ''no" 
and  that  I  had  straightened  the  matter  out  in  the 
clerk's  office;  whereupon  counsel  read  to  me  the 
order  of  this  Court  dated  June  26,  1953.  This  order 
does  indeed  dismiss  the  action  against  all  of  the 
defendants,  but  it  was  made  without  my  knowledge 
or  consent. 

23.  On  or  about  July  16,  1953,  I  received  a  copy 
of  the  [101]  order  made  June  26th.    This  was  the 
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first  I  ever  snvv  oi'  tlie  order.    I  would  comment  on 
that  order  as  follows: 

(a)  It  was  apparently  i)rci:)ared  by  the  att<ji-- 
neys  for  Mr.  Huij^hes  as  their  name  and  address 
appear  at  the  head  of  tlu;  document.  Neither  Mr. 
Slack  nor  Mr.  Cook  appeared  for  anyone  other  than 
Hughes  and  yet  the  order  dismisses  the  action 
against  all  defendants. 

(b)  While  the  recitals  are  to  the  effect  that 
there  is  another  action  in  Nevada  between  the  same 
parties,  that  the  Nevada  action  is  being  actively 
prosecuted,  and  that  the  relevant  Nevada  rules  are 
identical  with  the  federal  rules,  there  is  no  recital 
that  the  issues  are  the  same.  The  fact  is  that  the 
issues  are  not  the  same.  I  have  been  informed  by 
Mr.  Kipnis,  and  therefore  allege  on  information 
and  belief,  that  the  additional  allegations  made  in 
the  amended  complaint  here  have  not  been  added 
to  the  Nevada  action. 

Implicit  in  the  order  submitted  is  that  trial  in 
the  Nevada  State  Court  is  preferable  to  the  Cali- 
fornia Federal  Court.  This  would  seem  contrary 
to  the  fact  when  it  is  considered  that  all  the  records 
are  in  California  and  that  most  of  the  important 
w^itnesses  are  here.  As  indicated  later  in  this  affi- 
davit, Mr.  Kipnis  came  to  California  to  take  depo- 
sitions in  connection  with  the  Nevada  action.  Here 
he  took  the  depositions  of  such  important  witnesses 
as  Dore  Schary,  N.  Peter  Rathvon,  Jerry  Wald, 
Norman  Krasna,  Sid  Rogell,  Sam  Bischoff,  Jack 
Skirball  and  Frank  Ross.  [102] 
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(c)  The  order  is  approved  as  to  form  for  the 
plaintiffs  hj  Louis  Kipnis,  not  the  responsible  local 
attorney,  and  a  person  not  admitted  to  practice  in 
this  state  or  for  the  purposes  of  this  action. 

(d)  There  is  a  space  for  the  approval  of  Mr. 
Henry  Herzbrun,  purportedly  one  of  the  attorneys 
for  plaintiffs.  Mr.  Herzbrun  did  not  give  his  con- 
sent or  approval  to  the  order  because  he  also  is  not 
attorney  of  record  for  the  plaintiffs. 

(e)  There  is  no  space  for  my  approval,  notwith- 
standing to  the  knowledge  of  all  defendants  I  was 
the  only  local  attorney  of  record  for  the  plaintiffs, 
and  the  only  one  authorized  to  sign  any  proposed 
order.  The  Court 's  attention  is  respectfully  referred 
to  all  previous  stipulations  and  orders  made  herein. 
All  of  them  provide  for  and  bear  my  signature.  In 
fact  on  one  occasion,  and  at  the  instance  of  the 
attorneys  for  the  defendant  RKO,  Mr.  Kipnis 
signed  a  stipulation  withdrawing  one  of  the  notices 
for  Mr.  Hughes'  deposition  without  my  knowledge 
or  consent ;  but  on  the  insistence  of  Mitchell,  Silber- 
berg  &  Knupp  the  stipulation  was  presented  to  me 
for  my  signature. 

24.  Prior  to  June  26th  there  were  negotiations 
between  Messrs.  Kipnis  and  Mittelman  on  the  one 
hand  and  myself  on  the  other  to  the  end  of  having 
Mr.  Herzbrun  substituted  in  my  place. 

25.  On  May  18,  1953,  Mr.  Mittelman  wi^ote  me 
for  the  first  time  that  it  was  never  his  intention 
to  let  the  security  motion  go  by  default  and  that 
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he  and  Mr.  Kipriis  woi-e  stipulating  to  a  "simul- 
taneous adjournment  of  the  security  motion  plus 
the  [103]  notice  of  taking  of  deposition  of  Hughes, 
all  subject  to  Court  approval  and  without  prej- 
udice." Mr.  Mittelman  wrote  me  further  that  ''if 
iho  stipulation  adjourning  the  'security'  motion  and 
the  deposition  come  in  before  you  are  formally  sub- 
stituted, won't  you  please  sign  it.  If  it  comes  in 
after  you  are  substituted,  then,  of  course,  we  will 
have  Herzbrun  sign  it,  and  we  have  so  written  him." 

26.  Not  having  been  substituted  by  May  22,  1953, 
I  entered  into  the  stipulation  with  the  attorneys  for 
the  defendants  as  already  set  forth,  and  which  con- 
tinued Mr.  Hughes'  deposition  to  July  27,  1953,  and 
the  motion  for  security  to  August  10,  1953. 

27.  However,  I  wrote  to  Mr.  Mittelman  that  I 
was  happy  with  his  decision  finally  to  go  forward 
and  proposed  that  my  substitution  be  effectuated  in 
a  formal  writing  lietween  us  which  could  be  filed 
in  New  York,  Nevada  and  California. 

28.  I  asked  Mr.  Mittelman  in  that  letter  for  a 
commitment  that  he  would  press  vigorously  in 
Nevada  the  charges  made  here  in  California.  I 
advised  him  that  should  he  want  my  evidence  and 
my  help  I  gladly  offered  it. 

29.  I  wrote  this  letter  May  19,  1953,  and  never 
received  a  reply. 

30.  On  June  26,  1953,  I  read  in  the  Press  and 
learned  for  the  first  time  that  at  the  instance  of 
Mr.  Herzbrun  subpoenaes  were  issued  out  of  the 
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California  Superior  Court  calling  for  the  deposi- 
tions of  various  persons  in  connection  with  the 
Nevada  action.  I  wrote  to  Messrs.  Kipnis  and  Mit- 
telman  on  the  same  date  that  I  considered  these 
steps  as  in  breach  of  our  relationship,  and  asked 
that  they  forward  to  me  immediately  the  agreement 
of  substitution. 

31.  On  July  13,  1953,  Mr.  Kipnis  visited  me  at 
my  office.  [104]  Not  once  in  that  conversation  did 
Mr.  Kipnis  tell  me  that  the  action  had  been  dis- 
missed. On  the  contrary  our  conversation  was 
premised  on  the  prosecution  of  the  California  action. 

32.  I  want  to  emphasize  that  notwithstanding 
the  attorneys  for  the  defendants  at  all  times  knew 
that  I  was  local  attorney  of  record,  I  was  never 
advised  by  any  of  them  of  the  contemplated  dis- 
missal of  the  action  against  all  defendants.  It  would 
seem,  however,  that  counsel  for  the  defendants  were 
informed  of  a  proposed  substitution  of  Mr.  Herz- 
brun  and  myself.  This  accounts  for  the  place  on 
the  proposed  order  for  Mr.  Herzbrun's  signature; 
and  although  Mr.  Herzbnm  refused  to  sign,  not 
being  the  local  attorney  of  record,  counsel  for  the 
defendants  nevertheless  submitted  the  proposed 
order  to  the  Court. 

33.  Nor  do  I  wish  to  stand  on  any  technical 
defects  in  the  order  submitted  by  the  defendants. 
Had  the  order  been  served  on  me  as  the  minute 
order  of  this  Court  made  on  defendant  Hughes' 
motion  to  quash  directed,  I  would  not  have  con- 
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sented  to  it.  This  is  a  stockholders'  derivative 
action  and  T  consider  that  my  duties  to  the  Court 
and  to  the  stockholders  transcend  my  duty  to  Xew 
York  counsel.  This  paramount  duty  would  hiwQ 
prevented  me  from  consenting  to  a  dismissal  of  this 
action  against  any  and  all  of  the  defendants.  If 
called  upon  by  the  Court  I  will  give  my  reasons 
under  oath.  I  say  only  at  this  time  that  this  action 
should  not  be  dismissed  and  that  this  Court  should 
retain  jurisdiction  pending  the  outcome  of  the  state 
action  in  Nevada. 

34.  I  am  concerned  only  with  the  best  interests 
of  the  stockholders  and  with  my  duty  as  an  officer 
of  this  Court.  The  difficulty  here  does  not  truly 
arise  by  reason  of  any  controversy  among  the  attor- 
neys for  the  plaintiffs.  Essentially  it  arises  from 
the  imposition  of  defendants'  wall  on  [105]  plain- 
tiffs' New  York  lawyers  against  the  public  interest 
and  against  the  interests  of  the  scattered  and  pro- 
cedurally impotent  thousands  of  small  RKO  stock- 
holders. It  is  they  who  look  to  this  Court  for 
justice  and  protection. 

/s/  BERNARD  REICH. 

Subscribed  and  sworn  to  before  me  this  9th  day 
of  September,  1953. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  An- 
geles, State  of  California.  [106] 
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EXHIBIT  ^^A" 

(Article  Appearing  in  Variety  on 
January  27,  1953.) 

*'Drop  RKO  Receivership  Suit;  Lawyer  Disclaims 
Special  'Consideration.' 

''New  York,  Jan.  26 — A  petition  of  three  RKO 
Pictures  minority  stockholders  seeking  to  place  the 
company  in  temporary  receivership  was  withdrawn 
today  at  a  hearing  before  Supreme  Court  Justice 
Henry  Clay  Greenberg.  Explaining  his  move  to 
the  court,  stockholders'  attorney  Louis  Kipnis  said 
he  decided  not  to  press  the  application  on  the  basis 
of  affidavits  submitted  by  various  parties  concerned. 
These  papers  pointed  out  the  RKO  board  is  now 
reconstituted  compared  with  the  situation  last  No- 
vember, when  only  two  directors  were  in  office. 

"Before  granting  the  withdrawal,  Justice  Green- 
berg expressed  considerable  surprise  at  the  latest 
development.  'Isn't  this  an  extraordinary  termi- 
nation of  a  motion?'  the  court  asked  Kipnis.  'Affi- 
davits of  some  40-odd  pages,'  the  jurist  added,  'were 
handed  me  last  November.  These  need  some  ex- 
planation in  the  light  of  the  seriousness  of  the 
application.  *  *  *' 

"Ordering  Kipnis  to  take  the  stand,  Greenberg 
then  asked  the  witness  if  either  he  or  his  clients  had 
accepted  or  been  promised  any  'consideration'  to 
enter  the  withdrawal.  Kipnis  made  a  stout  denial, 
and  testified  the  step  had  been  taken  'freely  and 
without  any  promises.' 
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**  Receivership  petition  was  part  of  a  derivative 
stockholders'  suit  brought  against  RKO  hist  Nov. 
13  by  Eli  B.  Castleman,  Marion  V.  Castleman,  who 
hold  2,500  shares,  and  Louis  Feuerman,  holder  [107] 
of  25  shares.  Also  named  defendants  w^ere  Howard 
Hughes  and  several  subsidiaries.  Complaint  gen- 
erally charges  'waste  and  mismanagement.'  In  ad- 
dition, it  is  asked  that  Hughes  be  comjjelled  to  make 
an  accounting. 

"Although  the  receivership  motion  is  now  discon- 
tinued, Kipnis  emphasized  the  suit  proper  will  be 
pressed.  Actual  withdrawal  of  the  receivership 
petition  was  accomplished  by  stipulation  entered 
into  between  Kipnis  and  RKO  attorneys.  It  with- 
draws the  motion  'without  prejudice  and  without 
costs.' 

"Among  those  attending  the  10-minute  hearing 
were  Albert  R.  Connelly  of  Cravath,  Swaine  & 
Moore,  RKO's  rep,  and  Isidor  Kresel.  Latter  was 
there  as  an  observer  for  David  J.  Greene,  Wall 
Street  broker,  who  has  substantial  holdings  in 
RKO." 

Affidavit  of  Service  by  Mail  attached. 
[Endorsed] :     Filed  September  10,  1953.  [108] 
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[Title  of  District  Court  and  Cause.] 

MOTION  TO  APPEAR  AS 
AMICUS  CURIAE 

Raymond  A.  Cook,  a  licensed  attorney  at  law  in 
the  State  of  Texas,  heretofore  permitted  by  this 
Honorable  Court  to  appear  in  the  above-captioned 
action  on  behalf  of  the  defendant,  Howard  R. 
Hughes,  hereby  respectfully  moves  the  Court  for 
leave  to  appear  before  this  Court  as  an  amicus 
curiae  for  the  purpose  solely  of  presenting  to  the 
Court  certain  matters  of  fact  which  may  be  of  in- 
terest to  the  Court  upon  a  hearing  of  the  recently  filed 
''Motion  to  Vacate  Order  of  Dismissal,  Dated  June 
26,  1953";  and  subject  to  the  Court's  action  in  per- 
mitting or  denying  such  appearance  the  annexed 
affidavit  is  respectfully  submitted  for  this  Court's 
consideration. 

/s/  RAYMOND  A.  COOK.  [Ill] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT 
State  of  Texas, 
County  of  Harris : 

Raymond  A.  Cook,  being  first  duly  sworn,  deposes 
and  says: 

I. 

I  am  a  licensed  attorney  at  law  with  my  residence 
and  office  in  Houston,  Harris  County,  Texas.  On 
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April  27,  1953, 1  was  granted  leave  by  the  HonorabU; 
Ben  Harrison,  before  whom  the  above-captioned 
action  was  pending,  to  appear  specially  in  the  action 
on  behalf  of  the  defendant,  Howard  R.  Hughes ;  and 
pursuant  to  such  leave  did  appear  for  the  puq^ose 
of  presenting  and  arguing  on  June  8,  1953,  a  motion 
to  dismiss  or  in  the  alternative  to  quash  service  of 
process  on  Mr.  Howard  R.  Hughes.  The  matters 
contained  in  this  affidavit  relate  to  the  circumstances 
at  such  appearance  and  the  order  entered  by  this 
Court  on  June  26,  1953. 

II. 
On  April  27,  1953,  this  Honorable  Court  in  cham- 
bers stated  that  he  saw  no  reason  for  this  case  to  be 
continued  on  [112]  his  docket  when  the  same  con- 
troversy was  going  forward  in  another  Court.  On 
that  same  day  in  open  court  Mr.  Bernard  Reich, 
then  the  attorney  of  record  for  plaintiffs,  in  re- 
sponse to  a  direct  inquiiy  from  this  Court  stated 
that  by  June  8,  1953,  "all  differences  w4th  Mr. 
Kipnis  will  have  been  resolved. ' ' 

III. 

Thereafter  T.  A.  Slack,  the  attorney  of  record 
for  Howard  R.  Hughes,  received  the  letter  dated 
May  11,  from  Louis  Kipnis,  which  is  annexed  to 
the  affidavit  as  Exhibit  A,  such  letter  advising  Mr. 
Slack  that  the  authority  of  Bernard  Reich  had  been 
revoked  and  cancelled  and  that  a  new  attorney  was 
being  substituted  in  his  place.  Shortly  thereafter 
he  was  advised  that  ^Ir.  Henw  Herzbrun,  a  licensed 
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attorney  at  law  of  Los  Aijgeles,  California,  had  been 
appointed  as  the  local  attorney  of  record  in  place  of 
Mr.  Reich. 

IV. 
On  June  8,  1953,  the  defendant's  Motion  to  Dis- 
miss or  in  the  Alternative  to  Quash  Service  of  Proc- 
ess came  on  for  hearing  before  this  Court.  No  at- 
torney appeared  for  the  plaintiffs.  This  Honorable 
Court  indicated  from  the  bench  his  decision  to  sus- 
tain the  motion.  The  undersigned  attorney  then  in- 
quired of  the  Court  if  the  order  should  be  prepared 
as  a  dismissal  of  the  action  or  merely  quashing  of 
service  of  process,  whereupon  the  Court  asked  if  in 
counsel's  opinion  the  motion  was  broad  enough  to 
permit  a  dismissal.  The  undersigned,  being  then  and 
now  confident  that  the  motion  was  sufficient  to  per- 
mit dismissal  within  the  Court's  inherent  discretion- 
ary power,  so  stated  to  the  Court  but  at  the  same 
time  expressly  pointed  out  that  no  attorney  for  the 
plaintiffs  was  present  and  the  plaintiffs  had  not  pre- 
viously indicated  a  willingness  to  dismiss  the  action. 
Whereupon  this  Court  directed  that  the  order  be 
prepared  as  a  dismissal  and  submitted  to  opposing 
counsel  for  their  approval.  [113] 

V. 

Thereafter  on  June  9,  1953,  the  order  in  sub- 
stantially the  form  as  ultimately  entered  by  the 
Court  was  presented  to  Mr.  Louis  Kipnis  by  the 
letter,  a  copy  of  which  is  annexed  to  this  affidavit  as 
Exhibit  B.  In  Adew  of  the  statement  in  open  court 
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by  Bernard  Reich  that  liis  differences  with  Mr. 
Kipnis  would  be  resolved  by  June  8,  1953,  and  in 
view  of  the  letter  i-eferred  to  above  as  Kxhibit  A 
announcinc^  the  termination  of  his  authority,  no 
copy  of  the  letter  or  order  was  sent  to  Mr.  Reich; 
but  a  copy  was  sent  to  Mr.  Henry  Herzbrun,  the 
new  local  attorney.  Mr.  Herzbrun  then  informed  the 
undersigned  that  Bernard  Reich  was  refusinu:  to  ex- 
ecute a  written  substitution  of  attorneys  but  that 
under  the  local  rules  a  dismissal  of  this  kind  could 
be  presented  with  the  form  endorsed  only  by  the 
leading  counsel.  The  order  was  then  delivered  to  the 
Court  either  by  Mr.  Herzbrun  or  by  the  RKO  at- 
torneys. Such  action  in  the  opinion  of  the  under- 
signed attorney  constituted  full  compliance  with  this 
Court's  local  iniles  and  in  particular  with  Rule  7A 
and  Rule  1  (e)  (3). 

VI. 
The  undersigned  is  familiar  with  the  pre-trial  dep- 
ositions which  have  been  taken  by  the  plaintiffs 
in  the  Nevada  action.  To  date  seventeen  depositions 
have  been  taken,  including  most  of  the  parties  or 
witnesses  with  personal  knowledge  of  the  circum- 
stances or  transactions  suggested  by  the  pleadings. 
Notice  has  been  delivered  under  the  Nevada  rules 
to  take  the  oral  deposition  of  Mr.  Howard  R. 
Hughes  on  September  28,  1953,  in  Las  Vegas, 
Nevada.  The  case  is  set  for  trial  on  its  merits  on 
January  5,  1954.  No  reason  is  known  wliy  the  casc^ 
will  not  proceed  at  that  time  to  final  judgment  as  to 
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all  matters  in  controversy  among  the  parties  before 
the  Court.  [114] 

yii. 

The  undersigned  has  read  the  affidavit  of  Bernard 
Reich  which  was  filed  with  the  motion  to  vacate  and 
has  been  informed  of  certain  statements  made  by 
Mr.  Reich  to  the  trade  press  in  apparent  explanation 
of  his  affidavit.  There  are  serious  inaccuracies  in 
both  but  it  is  neither  becoming  nor  necessary  to  con- 
fuse this  record  with  immaterialities.  However,  it  is 
appropriate  for  me  to  state  and  I  do  hereby  state 
as  a  fact  that  in  no  sense  have  Howard  R.  Hughes 
or  his  attorneys  "imposed  their  will"  upon  the  at- 
torneys for  plaintiffs  or  in  any  way  sought  any  col- 
lusive advantage  in  the  Nevada  action.  Further- 
more, this  Court  should  be  aware  that  upon  the 
first  hint  of  dissidence  from  Mr.  Reich  the  under- 
signed in  good  faith  sought  to  inquire  of  him  the 
reasons  for  his  attitude.  In  response  to  such  inquiry 
Mr.  Reich  refused  to  discuss  the  matter  and  referred 
the  undersigned  to  Mr.  Clore  Warne,  an  attorney  of 
Los  Angeles,  California,  whom  Mr.  Reich  identified 
as  the  attorney  whom  he  had  retained  "to  protect  his 
interest  in  the  matter." 

VIII. 

This  affidavit  is  submitted  by  the  undersigned 
solely  as  an  amicus  curiae  and  not  on  behalf  of 
Howard  R.  Hughes,  on  whom  no  service  of  process 
has  been  perfected.  However,  in  the  Court's  dis- 
cretion and  at  its  direction  the  undersigned  is  pre- 
pared to  present  such  further  matters  of  fact  or 


vs.  TTotvard  Hughes,  etc.,  et  al.  63 

Jaw  as  may  be  material  to  a  disposition  of  tlio  j)end- 
ing  motion. 

/s/  RAYMOND  A.  TOOK. 

Subscribed  and  sworn  to  before  me  on  the  IHfh 
day  of  September,  1953. 

[Seal]        /s/  VIRGINIA  CAMPBELL, 

Notary  Public  in  and  for 
Harris  County,  Texas.  [115] 


EXHIBIT  A 

(Copy) 

Louis  Kipnis 

Attorney  &  Counselor  at  Law 

111  Broadway,  New  York  6,  New  York 

Worth  2-3100 

May  11,  1953. 
Thomas  A.  Slack,  Esq., 
7000  Romaine  Street, 
Hollywood  38,  California. 

Re:  Castleman  v.  Walker  (California  Case). 

Dear  Mr.  Slack : 

Please  be  advised  that  by  letter  dated  and  mailed 
May  7,  1953,  my  associate  and  I  revoked  and  can- 
celled whatever  authority  we  had  heretofore  granted 
to  Bernard  Reich,  Esq.,  of  9441  Wilshire  Boulevard, 
Beverly  Hills,  California,  in  the  above  matter.  We 
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also  requested  that  he  do  nothing  further  in  the 
case  and  that  we  were  arranging  for  a  new  attorney 
to  be  substituted  in  his  place. 

Very  truly  yours, 

/s/  LOUIS  KIPNIS. 
LK:ms[116] 


(Copy) 

EXHIBIT  B 

June  9,  1953. 

Mr.  Louis  Kipnis, 

111  Broadway, 

New  York  6,  New  York. 

Re :  Castleman,  et  al.,  vs.  Hughes,  et  al. 

Dear  Mr.  Kipnis: 

Yesterday  in  the  above  action  I  urged  the  motion 
of  Mr.  Hughes  to  dismiss  or  in  the  alternative  to 
quash  summons.  Apparently  on  your  authority  Mr. 
Herzbrun  did  not  appear,  nor  did  Mr.  Reich,  and  the 

Court  granted  the  motion. 

The  Court  specifically  inquired  if  the  motion  was 
in  sufficient  form  to  permit  an  order  of  dismissal  of 
the  entire  action.  You  will  recall  the  Court's  pre- 
vious comments  that  there  was  no  justification  for 
this  suit  '^ cluttering  up"  his  docket  with  the  same 
plaintiifs  prosecuting  a  similar  action  in  Nevada. 
I  submitted  to  the  Court  that  our  motion  was  suf- 
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ficient,  but  pointed  out  that  the  plaintiffs  in  acqui- 
escing in  a  quashing  of  service  were  not  necessarily 
agreeing  to  a  dismissal.  However,  the  Court  directed 
that  the  order  be  prepared  to  cover  a  dismissal,  and 
enclosed  herewith  is  the  form  of  order  wliicli  T  am 
presenting. 

From  our  various  conversations,  and  from  the  cur- 
rent activity  in  the  Nevada  action,  I  gather  that 
with  the  quashing  of  the  Hughes  service  there  is  no 
longer  any  reason  for  keeping  the  California  action 
on  the  docket.  However,  you  may  wish  to  modify  or 
enlarge  the  recitations ;  and  if  so,  I  suggest  that  you 
retype  the  order  in  your  amended  form  and  re- 
circulate it  for  signatures. 

Yours  very  truly, 

/s/  RAYMOND  A.  COOK. 

CC:  Henry  Her zbrun, 
Guy  Knupp, 
Roy  W.  McDonald, 
T.  A.  Slack. 

[Endorsed] :     Filed  September  21,  1953.  [117] 
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[Title  of  District  Court  and  Cause.] 

REPLY  AFFIDAVIT  OF  BERNARD  REICH 
IN  OPPOSITION  TO  MOTION  AND  AFFI- 
DAVIT OF  RAYMOND  A.  COOK  AS 
AMICUS  CURIAE 

State  of  California, 
County  of  Los  Angeles — ss. 

Bernard  Reich,  being  first  duly  sworn,  deposes  and 
says: 

Raymond  A.  Cook  is  no  friend  of  the  Court.  He 
appeared  in  this  action  as  one  of  the  attorneys  for 
the  defendant  Howard  R.  Hughes.  He  cannot,  there- 
fore, act  as  amicus  curiae.  (See  Memorandum  sub- 
mitted herewith.) 

I  will  answer  the  affidavit  of  Mr.  Cook  using  the 
same  paragraphing: 

I. 

Defendant  Howard  R.  Hughes  did  move  to  dis- 
miss the  action  [as  against  him],  or  in  lieu  thereof 
to  quash  service  on  him  on  grounds  which  went  to 
the  service  and  not  to  the  [147]  dismissal  of  the 
action.  The  motion  could  only  have  been  construed 
as  a  motion  to  quash  the  service,  or  at  best  a  motion 
to  dismiss  the  action  as  against  the  defendant 
Hughes.  No  motion  was  made  by  any  other  defend- 
ant for  a  dismissal  of  the  entire  action.  Further- 
more, the  motion  by  Mr.  Hughes  was  made  at  a 
time  when  there  was  an  outstanding  stipulation  for 
the  taking  of  his  deposition  and  for  the  hearing  of 
a  motion  for  security. 
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Mr.  Cook  admits  that  plaintiffs  wore  unwilling  to 
dismiss  the  action  (His  Affidavit,  Paragraph  IV, 
page  2). 

TT. 

I  knew  of  no  conference  on  April  27,  19r)?>,  in  the 
judge's  chambers. 

I  did  say  in  open  court  that  I  would  resolve  all 
differences  with  Mr.  Kipnis  by  June  8,  1953.  T  said 
this  in  support  of  my  request  for  a  continuance  of 
the  motion  from  April  27th  to  June  8th.  My  dif- 
ferences with  Mr.  Kipnis  were  resolved  in  that 
while  the  motion  to  quash  service  was  not  to  be  op- 
posed, the  motion  for  security  would  be,  and  the 
action  prosecuted. 

III. 

I  did  not  receive  a  copy  of  the  letter  dated  May 
11th  from  Mr.  Kipnis  to  Mr.  Slack.  I  did  not  ad- 
vise either  Mr.  Slack  or  Mr.  Cook  that  I  would  be 
substituted  out  of  the  case.  To  the  contrary,  I  told 
Mr.  Cook  before  and  after  ^Fay  11th.  that  I  would 
see  to  it  that  the  Court  was  advised  of  all  the  facts 
in  this  case  before  I  was  substituted  out  of  it.  Mr. 
Cook  and  Mr.  Slack  knew  after  May  11th,  the  date 
of  the  so-called  rcA^ocation  of  authority,  that  I  was 
acting  for  the  plaintiffs.  They  and  every  defendant 
knew  that  it  was  I  who  signed  the  stipulation  dated 
May  22,  1953,  more  than  ten  days  after  the  [148]  so- 
called  letter  of  revocation  of  authority.  Moreover  I 
talked  to  Mr.  Cook  just  ]^rior  to  June  8th,  telling 
him  that  I  might  or  might  not  ap]:)ear  on  June  8th, 
and  that  in  any  event  I  was  not  opposing  the  motion 
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to  quash  service  or  Mr.  Hughes.  Mr.  Slack  and  Mr. 
Cook  at  all  times  knew  that  I  would  oppose  any  dis- 
missal of  this  action  so  long  as  I  was  attorney  of 
record. 

IV. 
Notwithstanding  the  Court's  direction  that  an 
order  be  prepared  and  submitted  to  opposing  counsel 
for  their  approval,  I  never  received  any  such  pro- 
posed order,  nor  was  I  even  informed  that  such  an 
order  was  contemplated.  Instead  the  proposed  order 
was  submitted  to  Mr.  Henry  Herzbrun,  not  an  at- 
torney of  record;  and  when  he  refused  to  sign  for 
that  reason,  the  order  was  never  submitted  to  me  or 
to  any  local  counsel  but  was  presented  to  the  Court 
with  Mr.  Herzbrun 's  signature  absent.  I  have  been 
advised  and  therefore  allege  that  no  explanation  was 
made  to  the  Court  as  to  why  neither  I  nor  Mr.  Herz- 
brun gave  their  so-called  approval. 

Y. 

I  do  not  know  what  Mr.  Herzbrun  advised  when 
the  proposed  order  was  submitted  to  him.  I  know 
only  that  Mr.  Herzbrun  did  not  telephone  me  about 
the  matter.  I  know  also  that  Mr.  Herzbrun  knew 
that  I  was  still  local  attorney  of  record  and  I  am 
most  anxious  to  see  an  affidavit  from  Mr.  Herzbrun 
that  he  informed  Mr.  Cook  that  my  signature  was 
not  necessary.  As  to  Mr.  Cook's  opinion  that  he 
complied  with  the  Rules  of  this  Court,  I  say  only 
that  Mr.  Cook  is  not  admitted  to  practice  in  this 
Court,  except  for  this  case.  I  say  also  that  there  is 
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no  explanation  to  this  TVmrt  as  to  why  I  was  not 
informed  of  wliat  was  takin^:  place  unless  it  was 
that  the  defendants  and  [149]  their  counsel  did  not 
want  the  Court  to  learn  the  true  facts. 

VI. 

No  answer  required. 

VII. 

Mr.  Cook's  statement  that  there  are  serious  in- 
accuracies in  my  papers  is  without  value  in  the 
absence  of  specificity.  Mr.  Cook  states  further  that 
at  the  first  hint  of  dissidence  he  in  good  faith  in- 
quired of  me  of  the  reasons  for  my  attitude.  He 
fails  to  state  when  this  was.  The  facts  are  that  Mr. 
Cook's  inquiry  was  made  on  or  about  July  16,  1953, 
following  my  letter  dated  July  15,  1953,  and  de- 
livered on  that  date  to  the  attorneys  for  RKO  as 
follows : 

''Delivered  by  Hand 

'^  July  15,  1953. 

"Mitchell,  Silberberg  &  Knupp  and 
"Roy  W.  McDonald,  Esq., 
"6399  Wilshire  Boulevard, 
"Los  Angeles  48,  California. 

"Re:  Castleman  v.  Hughes, 
DC  Cal.  14848-BH. 

"Gentlemen: 

"I  learned  for  the  first  time  yesterday,  from 
your  Mr.  George  Benedict,  of  the  formal  order  made 
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June  26,  1953,  in  the  above  matter  dismissing  the 
action  against  all  parties. 

''This  order  was  presented  to  Judge  Harrison 
without  my  knowledge  or  consent,  and  notwithstand- 
ing I  am  the  responsible  attorney  of  record  for  the 
plaintiffs. 

"The  order  is  erroneous  and  invalid  as  going  be- 
yond the  motion  made  on  behalf  of  Mr.  Hughes  to 
quash  the  service  upon  him  and  to  dismiss  the  action 
as  against  him  only,  and  as  having  been  submitted 
to  Judge  Harrison  without  my  signature  of  ap- 
proval. [150] 

"As  of  this  writing  I  still  have  not  seen  the  order, 
although  Mr.  Benedict  is  sending  me  a  copy  which 
I  ought  to  receive  today. 

' '  Intend  to  correct  the  record  before  Judge  Harri- 
son and  invite  3^ou  to  attend.  I  will  inform  you  of 
the  time  shortly. 

"Very  truly  yours, 

"/s/  BERNARD  REICH. 

"cc:  Louis  Kipnis,  Esq.,  c/o  Henry  Herzbrun,  Esq." 

Mr.  Cook,  therefore,  knew  full  well  the  reason  for 
my  attitude.  This  was  the  last  straw  and  I  told  Mr. 
Cook  so,  and  I  did  indeed  refer  him  to  Mr.  Warne. 

I  do  not  know  whether  I  told  Mr.  Cook  that  I 
had  retained  Mr.  Warne  "to  protect  my  interests 
in  the  matter";  but  I  could  very  well  have  done  so, 
among  other  things.  If  I  did  not  tell  him  at  that 
conversation,  I  told  him  at  others  when  he  tried  to 
persuade  me  not  to  oppose  any  of  the  motions  which 
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the  defendants  were  makini^  in  tliis  a^'tiun,  that  my 
duty  to  the  stockholders  and  to  the  Court  transcended 
any  duty  that  I  owed  to  Messrs.  Kipnis  and  Mittel- 
man.  I  told  him  further  that  while  he  and  the  other 
attorneys  could  impose  their  will  on  Messrs.  Kipnis 
and  Mittleman,  they  could  not  do  it  to  me. 

VIII. 

Again  I  say  that  Mr.  Cook  is  no  friend  of  the 
Court;  although  I  have  no  objection  to  his  affidavit 
becoming  a  record  in  this  case. 

/s/  BERNARD  RETCH. 

Subscribed  and  sworn  to  before  me  this  1st  day 
of  October,  1953. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  Ange- 
les, State  of  California. 

Affidavit  of  Service  by  Mail  attached. 
[Endorsed]  :     Filed  October  2, 1953.  [151] 
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MINUTES  OF  THE  COURT— OCT.  5,  1953 

Present:  The  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs :  Bernard  Reich. 

Counsel  for  Defendants:  Guy  Knupj)  for 
deft  RKO  Radio  Pictures  Corp. 
J.  J.  Brandlin  for  Harry  and  Gertrude 
Rosenthal. 
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Proceedings : 

For  hearing  (1)  motion  of  plaintiffs  to  vacate  the 
order  of  dismissal,  dated  June  26,  1953,  pursuant  to 
motion,  notice,  memo,  of  points  and  authorities,  filed 
Aug.  17,  1953,  and  affidavit  of  Bernard  Reich,  filed 
Sept.  10,  1953;  (2)  motion  of  Raymond  A.  Cook, 
Esq.,  to  appear  as  amicus  curiae,  filed  Sept.  21, 
1953. 

Raymond  A.  Cook,  Esq.,  who  is  present,  makes 
a  statement,  re  motion  (2). 

The  Court  makes  a  statement  and  Orders  motion 
(2)  Denied. 

Attorney  Reich  makes  a  statement  in  support  of 
motion  (1)  of  plaintiffs  to  vacate  the  order  of  dis- 
missal. 

Court  Orders  said  motion  Granted;  Counsel  to 
prepare  and  present  appropriate  order  for  signa- 
ture. 

EDMUND  L.  SMITH, 
Clerk. 

By  MURRAY  E.  WIRE, 

Deputy  Clerk.  [183] 
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In  the  United  States  District  Court,  Southern  Dis- 
trict of  California,  Central  Division 

No.  14848-BH 
ELI  B.  CASTLEMAN,  et  al.. 


vs. 
HOWARD  R.  HUGHES,  et  al.. 


Plaintiffs, 


Defendants, 


HARRY  ROSENTHAL  and  GERTRUDE  ROS- 
ENTHAL, 

Applicants  for  Intervention. 

NOTICE   OF   CROSS-MOTION  AND  MOTION 
FOR  CERTAIN  RELIEF,  ETC. 

To  the  Defendant  RKO  Radio  Pictures,  Inc.,  and 
Mitchell,  Silberberg  &  Knupp,  Esqs.,  and  Roy 
W.  McDonald,  Its  Attorneys,  and  to  H^rry 
Rosenthal  and  Gertrude  Rosenthal,  Applicants 
for  Intervention,  and  Their  Attorneys,  Vaughan 
and  Brandlin,  Esqs.,  and  to  Bernard  Reich,  Esq. 

You  and  Each  of  You  Will  Please  Take  Notice 
that  the  plaintiffs  in  the  above-entitled  action  will 
cross-move  this  Court  on  October  19,  1953,  at  10:00 
a.m.,  or  as  soon  thereafter  as  counsel  can  be  heard, 
in  Courtroom  8  of  the  above-entitled  Court,  located 
in  the  United  States  Post  Office  and  Courthouse 
Building,  Los  Angeles  13,  California,  for  an 
order :  [239] 
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A.  Staying  consideration  of  the  motion  of  the 
said  Harry  Rosenthal  and  Gertrude  Rosenthal  to 
intervene  and  become  parties  plaintiff  herein  until 
after  the  completion  of  the  taking  of  their  deposi- 
tions contemporaneously  noticed  herewith  imless  this 
Court  in  the  meantime  shall  have  denied  their  ap- 
plication on  the  grounds  hereinafter  set  forth;  and 
plaintiffs,  further,  will  move  this  Court  for  an  order : 

B.  Enjoining  the  said  Bernard  Reich,  Esq.,  from 
taking  any  further  steps  in  this  case  as  alleged 
counsel  for  the  plaintiffs ; 

C.  Substituting  Henry  Herzbrun,  Esq.,  for  the 
said  Bernard  Reich,  Esq.,  as  local  attorney  of  rec- 
ord for  the  plaintiffs  herein ; 

D.  Admitting  Louis  Kipnis  of  the  New  York 
Bar,  i)ro  hac  vice,  and  designating  said  Louis  Kipnis, 
Esq.,  as  lead  counsel  for  the  plaintiffs  herein  in  the 
above-entitled  action ; 

E.  Quashing  the  notice,  dated  October  5,  1953, 
heretofore  served  by  the  said  Bernard  Reich,  Esq., 
to  take  the  depositions  of  Howard  Hughes  and  Ross 
Hastings  as  officers  and/or  employees  of  the  defend- 
ants, RKO  Pictures  Corporation  and  RKO  Radio 
Pictures,  Inc.,  and 

F.  Granting  such  other  and  different  relief  as  to 
the  Court  may  seem  just  in  the  premises. 

Said  cross-motion  "A"  as  to  applicants  for  inter- 
vention, will  be  made  upon  the  following  grounds: 

1.  The  proposed  intervenors,  Harry  Rosenthal 
and  Gertrude  Rosenthal,  do  not  appear  to  be  stock- 
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holders  of  record  on  the  stock  oook  of  RKO  Pic- 
tures Corporation. 

2.  The  proposed  pleading  does  not  comply  with 
the  requirements  of  Rule  24  of  the  Federal  Rules  of 
Civil  Procedure.  [240] 

3.  The  proposed  pleading  does  not  ])r('sf'iit  any 
new  issues  which  present  common  questions  of  law 
and  fact. 

4.  The  proposed  intervention  will  prejudice  the 
adjudication  of  the  rights  of  the  original  parties. 

5.  The  application  for  intervention  is  not  timely 
made  and  the  proposed  intervenors  are  guilty  of 
laches. 

As  to  the  affirmative  portion  of  plaintiffs'  motion 
'^B,"  relating  to  enjoining  Bernard  Reich,  it  will 
be  made  on  the  following  grounds: 

1.  All  prior  authority  granted  to  Bernard  Reich 
of  any  kind,  to  act  for  plaintiffs,  was  revoked  by 
letter  dated  May  7th,  1953. 

2.  A  stipulation  of  substitution  of  attorneys 
signed  by  the  plaintiffs,  Mr.  Kipnis  and  Mr.  Herz- 
brun,  w-as  submitted  to  Mr.  Reich  providing  for  vol- 
untaiy  substitution  but  Mr.  Reich  refused  to  sign  the 
same  until  his  fees  were  secured  outside  of  the  instant 
case. 

3.  Said  stipulation  of  substitution  was  forwarded 
on  Reich's  own  suggestion. 

4.  Unless  restrained  from  proceeding  without 
authority,  Mr.  Reich  will  imi)ose  liability  on  the 
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plaintiffs  for  stenographic  and  other  costs  against 
their  will. 

5.  Unless  restrained,  Mr.  Reich,  by  proceeding 
unilaterally  and  without  authority,  will  impair  and 
impede  the  rights  of  the  plaintiffs  and  afford  de- 
fendants an  opportunity  to  delay  the  litigation  by 
claiming  doubt  as  to  the  identity  of  proper  counsel 
herein. 

As  to  the  affirmative  portion  of  plaintiff's  motion 
"C,"  relative  to  substituting  Henry  Herzbrun,  it 
will  be  made  on  the  following  grounds : 

1.  There  is  incorporated  by  reference  all  the 
grounds  set  forth  in  the  preceding  portion  of  the 
motion  as  if  [241]  herein  fully  and  at  length  set 
forth. 

As  to  the  affirmative  portion  of  plaintiff's  motion 
''D,"  relative  to  admitting  Louis  Kipnis  of  the  New 
York  Bar,  pro  hac  vice,  to  the  Bar  of  this  Court  and 
naming  him  lead  counsel,  it  will  be  made  on  the  fol- 
lowing grounds: 

1.  The  only  convention  relationship  of  attorney 
and  client  is  that  which  exists  between  Louis  Kipnis 
and  plaintiffs. 

2.  Louis  Kipnis  and  Leo  B.  Mittelman  of  the 
New  York  Bar  and  the  accounting  firm  of  David 
Berdon  &  Co.  have  devoted  over  a  year  of  concen- 
trated time,  effort  and  study  to  the  prosecution  of 
the  derivative  lawsuit  for  the  benefit  of  RKO  Radio 
Pictures  and  RKO  Pictures  Corporation ;  they  have 
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examined  thousands  of  do<'unicnts,  have  conducted 
extensive  examinations  before  trial  of  seventeen  wit- 
nesses whose  testimony  transcribed  is  approximately 
1,100,  pages  long. 

3.  Messrs.  Kipnis  and  Mittelman  and  Mr.  Rosner 
of  the  accounting  firm  of  David  Berdon  &  Co.,  have 
examined  every  possible  item  of  information,  traced 
every  rumor  and  investigated  every  report  in  the 
prosecution  of  this  case. 

4.  Messrs.  Kipnis  and  Mittelman  and  the  ac- 
counting firm  of  David  Berdon  &  Co.,  have  had 
many  years  of  experience  in  the  prosecution  of 
derivative  stockholders'  suits  and  are  qualified  by 
experience  to  prosecute  the  claims  herein. 

5.  Messrs.  Kipnis  and  Mittelman,  as  attorneys 
for  the  plaintiffs  herein,  commenced  the  first  suit 
on  the  within  subject  matter  in  New  York,  in  Cali- 
fornia, and  in  Nevada  and  are  first  in  all  jurisdic- 
tions including  Nevada,  where  the  case  is  ready  for 
trial. 

6.  Unless  lead  counsel  is  appointed,  then  there 
may  arise,  as  there  has  in  this  case,  conflicts  of 
methods  [242]  of  procedure  to  the  detriment  of  the 
prosecution  of  the  claims  and  the  prejudice  of  the 
rights  of  all  stockholders  similarly  situated. 

As  to  the  affirmative  portion  of  plaintiffs'  motion 
"E,"  relative  to  quashing  the  notice  served  by  Ber- 
nard Reich,  it  will  be  made  on  the  followinir 
grounds : 
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1.  There  is  incorporated  by  reference  all  of  the 
grounds  set  forth  in  the  preceding  portion  of  the 
motion. 

2.  Unless  this  notice  is  quashed,  it  might  inter- 
fere with  the  taking  of  the  deposition  of  Mr.  Hughes 
now  scheduled  to  be  taken  on  October  12  by  Mr. 
Kipnis,  in  Nevada. 

3.  Unless  quashed,  said  scheduled  examination 
will  impose  a  liability  on  the  plaintiffs  for  steno- 
graphic costs  which  they  have  neither  authorized  nor 
desire  and  in  view  of  the  scheduled  examination  of 
Mr.  Hughes  in  the  Nevada  case,  will  be  wasteful, 
duplicative  and  harassing. 

As  to  the  affirmative  part  of  plaintiffs'  motion 
*'F,"  relating  to  such  other  and  different  relief  as 
to  the  court  may  seem  just  in  the  premises,  it  will  be 
made  on  the  following  grounds: 

1.  Mr.  Reich  should  be  barred  from  any  par- 
ticipation in  this  or  any  other  derivative  suit  for 
or  on  behalf  of  RKO  on  the  grounds  of  possible  con- 
flict of  interest, 

2.  The  conflict  of  interest  referred  to  arises  from 
the  appearance,  as  of  court,  by  Mr.  Reich  as  attor- 
the  appearance,  as  of  court  record,  by  Mr.  Reich  as 
attorney  for  plaintiffs  in  litigation  seeking  the  recov- 
ery of  large  sums  of  money  from  RKO  Radio  Pic- 
tures, Inc.,  and  RKO  Pictures  Corporation  as  adver- 
sary parties  for  alleged  violation  of  anti-trust  laws. 

3.  There  has  been  generated  ill  feeling  between 
Mr.  Reich  and  Messrs.  Kipnis  and  Mittelman  and. 
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rather  than  [243]  avoiding  personalities,  Mr.  Reich 
has  alhuled  unfairly  to  Messrs.  Kipnis  and  Mittel- 
man  including  issuing  press  releases  about  them 
and  this  Court. 

4.  Unless  Mr.  Reich  is  baiTed  from  ai)pearing  in 
any  capacity  allegedly  on  behalf  of  RKO  Pictures 
Corporation,  the  rights  of  the  shareholders  of  RKO 
Pictures  Corporation  will  be  jeopardized. 

This  motion  is  based  upon  the  records,  papers  and 
files  in  the  above  action  and  upon  affidavits  and 
evidence  to  be  hereafter  filed  and  introduced. 

Dated:     October  .  ..,1953. 

/s/  HENRY  HERZBRUN, 

Attorney  for  Plaintiffs. 


Good  Cause  Appearing  to  the  Court  Therefor, 

It  Is  Hereby  Ordered  that  service  of  the  forego- 
ing Notice  of  Motion  shall  be  sufficient,  if  served  on 
or  before  October  13,  1953,  and  filed  herein  on  or 
before  said  13th  day  of  October,  1953. 

Dated:     October  13,  1953. 

/s/  BEN  HARRISON, 
Judge. 

[Endorsed] :     Filed  October  13,  1953.  [244] 
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REASONS  AND  MEMORANDUM  IN  OPPOSI- 
TION TO  NOTICE  OF  CROSS-MOTION 
FOR  CERTAIN  RELIEF  BY  HENRY 
HERZBRUN,  LOUIS  KIPNIS  AND  LEO  B. 
MITTELMAN 

Preliminary  Statement 

On  October  4,  1953,  the  undersigned  received  m 
the  mail  documents  entitled  ' '  Notice  of  Cross-Motion 
and  Motion  for  Certain  Relief,  Etc."  and  ''Points 
and  Authorities  in  Support  of  Cross-Motion  and 
Motion  for  Certain  Relief." 

The  motion  is  subscribed  by  Henry  Herzbrun 
purporting  to  be  attorney  for  plaintiffs.  Mr.  Herz- 
brun is  not  attorney  for  the  plaintiffs,  no  substitu- 
tion having  been  accomplished  either  pursuant  to 
Local  Rule  1  or  in  any  other  wise  under  law. 

The  motions  themselves  consist  of  six  pages;  the 
points  and  authorities  consist  of  three  pages.  The 
motion  is  returnable  [248]  October  19,  1953,  and  no 
cause  is  shown  by  affidavit  or  otherwise  why  the  un- 
dersigned was  not  entitled  to  ten  days  by  personal 
service  and  thirteen  days'  service  by  mail.  Inciden- 
tally, counsel  has  his  office  less  than  one  block  from 
the  undersigned;  yet,  service  was  made  by  mail  so 
as  to  be  received  October  14,  1953  (five  days  before 
the  return  date  with  an  intervening  week  end)  and 
not  October  13th  as  siDecified  in  the  Order  Shorten- 
ing Time. 
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The  notice  of  motion  states  tliat  the  motion  is 
based  upon  the  records,  papers  and  files  in  the  action 
and  ''upon  affidavits  and  evidence  to  be  hereafter 
filed  and  introduced." 

Notwithstanding  Local  Rule  3,  subdivision  (d), 
no  affidavit  required  or  permitted  by  Rule  6  (d) 
FRCP  was  filed  with  the  notice  of  motion;  no  per- 
mission to  file  such  affidavit  has  been  granted;  and 
it  is  clear  that  the  filing  of  the  affidavits  will  not  be 
sei'ved  in  time  for  the  hearing  of  the  motion  on  the 
return  date  October  19,  1953. 

The  undersigned  respectfully  incorporates  by  ref- 
erence on  this  motion  his  affidavits  heretofore  filed 
as  follows: 

1.  Affidavit  of  Bernard  Reich  in  Support  of  Mo- 
tion to  Vacate  Order  of  Dismissal,  sworn  to  Sep- 
tember 9,  1953. 

2.  Reply  Affidavit  of  Bernard  Reich  in  Opposi- 
tion to  Motion  and  Affidavit  of  Raymond  A.  Cook 
as  Amicus  Curiae,  sworn  to  October  2,  1953. 

3.  Reply  Affidavit  of  Bernard  Reich  to  Affidavit 
of  Louis  Kipnis  and  Leo  B.  Mittelman,  sworn  to 
October  1,  1953. 

4.  Reply  Affidavit  of  Bernard  Reich  to  Affidavit 
of  Roy  W.  McDonald,  sworn  to  October  2,  1953. 

Actually  there  are  several  motions  as  follows : 

(a)  Staying  consideration  of  the  motion  of  [249] 
the  Rosenthal s  to  intervene  pending  the  taking  of 
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their  depositions  allegedly  contemporaneously  no- 
ticed. 

(b)  Enjoining  Bernard  Reich  from  taking  any 
further  steps  in  this  case  as  counsel  for  plaintiffs. 

(c)  Substituting  Henry  Herzbrun  for  Bernard 
Reich  as  local  attorney  of  record  for  the  plaintiffs. 

(d)  Admitting  Louis  Kipnis  to  this  Court  and 
designating  Louis  Kipnis  as  lead  counsel  in  this 
action. 

(e)  Quashing  the  notice  to  take  the  depositions 
noticed  by  Bernard  Reich. 

(f)  Granting  other  and  different  relief. 

Reasons  in  Opposition 

1.  Proposed  counsel  for  plaintiffs  has  no  stand- 
ing in  this  action;  his  said  motions  are  therefore 
null  and  void. 

2.  The  moving  papers  do  not  establish  good  cause 
or  any  cause  for  shortening  the  time  of  service. 

3.  Service  of  the  moving  papers  was  insufficient. 

4.  The  moving  papers  are  insufficient. 

5.  The  undersigned  local  attorney  of  record  has 
not  been  served  with  any  notice  of  the  taking  of  the 
depositions  of  the  Rosenthals  and  no  authority  is 
shown  for  the  taking  of  their  depositions  by  the 
purported  attorney  for  the  plaintiffs. 

6.  There  is  no  competent  evidence  justifying  en- 
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joining   Bernard   Reich   from  i>rocee(ling    in   this 
action. 

7.  There  is  no  proj)er  application  by  the  plain- 
tiffs for  the  substitution  of  proposed  counsel  for 
said  Bernard  Reich.  [250] 

8.  There  is  no  proper  application  for  the  admit- 
ting- of  Louis  Kipnis  as  a  member  of  this  bar. 

9.  There  is  no  proper  application  for  designating 
Louis  Kipnis  as  lead  counsel;  and,  furthermore,  to 
appoint  Louis  Kipnis  lead  counsel  would  be  to  hand 
over  control  of  the  case  to  an  out-of-state  attorney 
who  has  indicated  his  intention  not  to  prosecute  this 
action;  and,  furthermore,  lead  counsel  must  be  a 
local  attorney  over  whom  the  Court  can  exercise 
full  control. 

10.  There  is  no  authority  for  the  purported 
attorney  for  the  plaintiffs  to  quash  a  notice  of  depo- 
sition served  by  the  local  attorney  of  record  for  the 
plaintiffs,  Bernard  Reich. 

11.  Justice  requires  that  the  motions  be  denied; 
or  in  the  alternative  continued ;  or  in  the  alternative 
that  a  special  Master  be  appointed  to  undertake  an 
investigation  and  inquiry  into  the  conduct  of  the 
parties  and  their  attorneys,  including  the  under- 
signed; or  in  the  alternative  that  a  Special  Master 
be  appointed  to  fix  the  fees  and  costs  of  the  under- 
signed. 

General  Argument 

The  undersigned  does  not  oppose  the  intervention 
by  applicants  for  intervention,  Harry  Rosenthal  and 
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Gertrude  Rosenthal.  This  alone  should  establish  the 
fact  that  the  undersigned's  sole  interest  is  not  fees. 
The  record  will  show  that  the  undersigned  has  up  to 
now  fought  unaided  to  uphold  the  integrity  of  the 
local  bar  and  bench. 

The  undersigned  admits  that  he  has  not  followed 
the  instructions  of  New  York  counsel.  The  record 
shows  and  will  show,  if  the  undersigned  is  called 
upon  to  give  further  [251]  evidence,  that  the  reason 
for  his  disobedience  was  not  just  a  disagreement 
among  counsel  as  to  procedure,  but  because  the  un- 
dersigned has  evidence  of  collusion  between  the  New 
York  attorneys  for  the  plaintiffs  and  the  defend- 
ants. 

The  undersigned  maintains  and  will  continue  to 
maintain  that  his  duty  to  this  Court  and  to  the  class 
of  stockholders  which  he  represents  transcends  his 
duty  to  his  out-of-state  correspondents. 

The  undersigned  would  like  to  obtain  compensa- 
tion for  his  services ;  but  this  desire  has  always  been 
secondary  as  the  record  will  show.  And  no  amount 
of  money  will  compensate  him  for  the  lonely,  lonely 
fight  for  justice  and  right  which  he  has  been  fight- 
ing. 

Howard  Hughes  is  a  very  rich  and  powerful  man. 
His  attorneys,  both  in  New  York  and  in  California, 
are  most  resourceful.  If  this  were  not  enough  to 
stop  a  young  attorney,  Mr.  Hughes  and  his  attorne.ys 
have  had  the  help  of  plaintiffs'  New  York  attorneys. 
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There  is  mucli  evidence  which  the  undersigned 
can  give  but  which  perhaps  he  may  not  out  of  duty 
to  the  stockholders  he  represents.  He  therefore  has 
had  to  take  much  abuse  without  fighting  back. 

The  undersigned  has  been  approached  by  other 
stockholders  to  represent  them;  but  so  far  has  not 
accepted  retainers  pending  consultation  with  the 
Court. 

The  record  shows  that  Mr.  Kipnis  does  not  intend 
to  prosecute  this  action.  The  record  shows  that  pro- 
posed counsel  is  a  willing  agent  of  Mr.  Kipnis. 
Assuming,  therefore,  even  a  proper  application  for 
substitution,  how  can  this  Court  substitute  this  coun- 
sel for  Mr.  Reich,  admit  Mr.  Kipnis  and  appoint 
him  lead  counsel  ?  How  could  this  protect  the  [252] 
rights  of  the  stockholders  in  the  face  of  the  allega- 
tion that  notwithstanding  this  action  was  filed  prior 
to  the  Nevada  action,  and  is  in  the  federal  court  on 
the  undersigned's  insistence,  Mr.  Kipnis  insists  on 
prosecuting  the  Nevada  action  in  a  state  couii:  under 
the  circumstances  related  in  the  affidavits? 

The  undersigned  does  not  insist  that  this  Court 
try  this  case.  He  asks  that  the  Court  retain  juris- 
diction with  instructions  to  the  undersigned  to  re- 
port to  the  Court  with  respect  to  the  proceedings 
in  New  York  and  in  Nevada. 

As  to  the  substitution  of  the  undersigned:  this 
is  a  class  action ;  the  undersigned  ro]>resents  not 
just  these  plaintiffs  but  all  of  the  stockholders.  It  is 
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respectfully  submitted  that  the  Court  has  the  author- 
ity and  power  to  do  any  of  the  following : 

1.  Deny  the  motions  herein  in  all  respects. 

2.  Continue  the  motions  for  a  sufficient  period 
of  time  to  allow  proper  inquiry. 

3.  Appoint  a  Special  Master  to  take  testimony 
on  all  issues. 

4.  To  allow  Bernard  Reich  to  appear  for  other 
stockholders. 

5.  On  proper  application  to  allow  the  substitu- 
tion on  condition  that  Mr.  Reich  receive  the  reason- 
able value  of  his  services,  together  with  his  costs. 

6.  Appoint  a  Special  Master  to  take  testimony 
on  the  last  mentioned  issue.  [253] 

Points  and  Authorities 

I.  Henry  Herzbrun  Has  No  Standing  in  This 
Action;  His  Said  Motions  Are  Therefore  Null  and 
Void. 

Local  Rule  1  (e)   (2),  (3). 

II.  The  Moving  Papers  Do  Not  Establish  Good 
Cause  or  Any  Cause  for  Shortening  the  Time  of 
Service. 

III.  Service  of  the  Moving  Papers  Was  Insuffi- 
cient. 

See  Preliminary  Statement,  supra. 

IV.  The  Moving  Papers  Are  Insufficient. 
See  Preliminary  Statement,  supra. 
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V.  The  riideTsicnod  Local  Attorney  of  Hvj-ord 
Has  Not  Been  Served  With  Any  Notice  of  the  Tak- 
ing of  the  Depositions  of  the  Rosenthals  and  No 
Authority  Is  Shown  for  the  Taking  of  Their  Depo- 
sitions by  the  Proposed  Attorneys  for  flic  [2' 4] 
Plaintiffs. 

VI.  There  Is  No  Competent  Evidence  Justifying 
Enjoining  Bernard  Reich  From  Proceeding  in  This 
Action. 

Since  affidavits  have  not  accompanied  the  motions, 
and  since  the  only  evidence  on  file  by  affidavits  on 
both  sides  indicates  that  the  New  York  attorneys 
are  acting  contrary  to  the  interest  of  the  plaintiffs 
and  all  the  stockholders,  there  is  no  evidence  which 
would  justify  the  issuance  of  an  injunction. 

Moreover  should  an  injunction  be  issued,  the 
applicant  must  give  security  pursuant  to  Rule  65, 
subdivision  (c)  of  the  Federal  Rules  of  Civil  Pro- 
cedure. 

VII.  There  Is  No  Proper  Application  by  the 
Plaintiffs  for  the  Substitution  of  Proposed  Counsel 
for  Bernard  Reich. 

Local  Rule  1  (e)  (2),  (3). 

The  motion  for  substitution  is  made  by  Henry 
Herzbrun  of  the  local  bar  and  Louis  Kipnis  and 
Leo  B.  Mittelman  of  the  New  York  bai-.  Henry 
Herzbrun  is  not  yet  the  attorney  for  the  plaintiffs. 
Messrs.  Kipnis  and  Mittelman  are  not  even  admitted 
to  this  bar. 
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There  is  therefore  no  application  by  the  plaintiffs 
themselves  by  way  of  affidavit  or  otherwise. 

VIII.  The  Is  No  Proper  Application  for  the 
Admitting  of  Louis  Kipnis  as  a  Member  of  This 
Bar. 

Local  Rule  1  (d).  [255] 

IX.  There  Is  No  Proper  Application  for  Desig- 
nating Louis  Kipnis  as  Lead  Counsel ;  And,  Further- 
more, to  Appoint  Louis  Kipnis  Lead  Counsel 
Would  Be  to  Hand  Over  Control  of  the  Case  to  an 
Out-of-State  Attorney  Who  Has  Indicated  His  In- 
tention Not  to  Prosecute  This  Action ;  And,  Further- 
more, Lead  Counsel  Must  Be  a  Local  Attorney  Over 
Whom  the  Court  Can  Exercise  Full  Control. 

Local  Rule  1  (d)  ;  see  General  Argument, 
supra;  see  Affidavits  on  file  on  Motion  to 
Vacate  Dismissal  Granted  October  5,  1953. 

X.  There  Is  No  Authority  for  the  Proposed 
Attorney  for  the  Plaintiffs  to  Quash  a  Notice  of 
Deposition  Served  by  the  Local  Attorney  of  Record 
for  the  Plaintiffs,  Bernard  Reich. 

Local  Rule  1  (3). 

XI.  Justice  Requires  That  the  Motions  Be 
Denied;  or  in  the  Alternative  Continued;  or  in  the 
Alternative  That  a  Special  Master  Be  Appointed  to 
Undertake  an  Investigation  and  Inquiry  Into  the 
Conduct  of  All  Parties  and  Their  Counsel ;  or  in  the 
Alternative  That  a  Special  Master  Be  Appointed  to 
Fix  the  Fees  and  Costs  of  Bernard  Reich. 


vs.  Howard  Hughes,  etc.,  et  al.  80 

See  General  Argument ;  supra ;  see  Affidavits 
on  Motion  to  Vacate  Dismissal  Granted  Oc- 
tober 5,  1953;  [256] 

See  Point  IV,  Page  5,  of  Plaintiffs'  "Memo- 
randum of  Points  and  Authorities  in  Sup- 
port of  Motion  to  Vacate  Order  of  Dis- 
missal Dated  June  26,  1953,"  filed  on  or 
about  August  17,  1953. 

On  the  issue  of  fees  see: 

John  Griffiths  &  Son  Co.  vs.  United  States, 
72  F.(2d)  466,  468  (CCA  7,  1934): 

Ingold  vs.  Ingold,  30  F.  Supp.  347,  348  (DC 
SD  N.Y.  1939)  ; 

6  Cal.  Jur.  (2d)  369,  Attys  §  176. 

In  the  Griffiths  case,  supra,  the  circuit  court 
stated : 

"Complaint  is  made  as  to  the  character  of  the 
proceedings.  Admittedly,  where  an  attorney  is  em- 
ployed upon  a  contingent  fee  and  the  clients  desire 
to  terminate  the  relations,  the  proper  practice  is  to 
set  a  motion  for  substitution  of  counsel  down  for  a 
hearing,  notify  the  attorney  of  record  of  the  motion, 
ascertain  all  that  is  due  and  owing  him  by  reason  of 
his  services  ahd  expenses,  and  provide  for  the  pay- 
ment of  his  compensation,  as  a  condition  precedent 
to  the  allowance  of  the  order  of  substitution." 

In  the  Ingold  case,  supra,  the  court  stated : 

"This  action,  which  involves  a  considerable  sum 
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of  money,  was  discontinued  after  issue  joined,  by 
the  plaintiff  and  defendant  entering  into  a  stipula- 
tion, in  and  by  which  they  consented  to  the  dis- 
missal of  the  action.  The  action  is  based  upon  con- 
tract; the  stipulation  was  made  and  entered  [257] 
into  and  signed  by  the  plaintiff  without  the  knowl- 
edge or  consent  of  her  attorney,  and  made  and  en- 
tered into  by  the  defendant  with  knowledge,  either 
actual  or  constructive,  that  the  plaintiff's  attorney 
had  an  interest  in  the  lawsuit  by  way  of  his  fee. 

''True,  the  plaintiff  did  discharge  her  attorney  at 
or  about  the  time  of  the  signing  of  the  stipulation 
of  discontinuance,  and  the  client  has  a  right  to  dis- 
charge her  attorney,  where  he  is  hired  on  a  contract, 
his  payment  to  be  a  contingent  fee,  any  time  before 
the  contract,  by  its  terms  is  to  expire,  but  the  client 
is  liable  for  the  services  rendered  if  the  discharge 
is  wrongful.  E.  Chase  Crowley  vs.  Laura  A.  Wolf, 
281  N.Y.  59,  22  N.E.2d  234,  decided  July  11,  1939. 

*     *     * 

"The  pertinent  part  of  Rule  41  of  the  Federal 
Rules  of  Civil  Procedure,  28  U.S.C.A.  following  sec- 
tion 723c,  namely,  Rule  41(a)  (1),  was  never  in- 
tended as  a  cloak  whereby  a  client  might  settle  or 
discontinue  a  lawsuit,  and  disregard  entirely  the  in- 
terest of  the  attorney  in  the  lawsuit.  As  a  matter  of 
fact.  Rule  41  was  intended  for  the  purpose  of  setting 
forth  and  curbing  the  right  of  a  plaintiff  to  discon- 
tinue actions,  and  simplify  a  practice  which  hereto- 
fore has  never  been  clearly  outlined." 
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Conclusion 

Justice  in  law  and  in  equity  ro(|uir('s  tho  denial  of 
the  cross-motions  in  all  respects.  [258] 

In  the  alternative  the  cross-motions  should  be  con- 
tinued pendine:  further  investigation  and  inquiry  by 
a  Special  Master  or  perhaps  by  an  Amicus. 

Dated:     October  16,  1953. 

/s/  BERNARD  REICH, 

Attorney  for  Plaintiffs. 

[Endorsed] :     Filed  October  16,  1953.  [259] 


[Title  of  District  Court  and  Cause.] 

MOTION  FOR  APPOINTMENT  OF  SPECIAL 
MASTER  PURSUANT  TO  RULE  53  OF 
FEDERAL  RULES  OF  CIVIL  PROCEDURE 

Comes  Now  the  undersigned,  attorney  of  record 
for  the  plaintiffs,  and  makes  this  motion,  as  origi- 
nally requested  in  Memorandum  dated  October  16, 
1953,  for  the  appointment  of  a  Special  Master  with 
maximum  powers,  all  in  accordance  with  Rule  53 
of  the  Federal  Rules  of  Civil  Procedure,  to  investi- 
gate, receive  and  report  all  evidence,  and  make  find- 
ings concerning  all  matters  before  this  Court  in  this 
action  now  pending  and  continued  to  December  28, 
1953,  including  but  not  limited  to  the  facts  and  cir- 
cumstances of  the  submission  of  the  defendants 
Howard  R.  Hughes,  RKO  Pictures  Corporation  and 
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RKO  Radio  Pictures,  Inc.,  to  the  jurisdiction  of 
the  Nevada  State  Court,  of  the  plaintiffs'  default 
on  defendant  Hughes'  motion  to  quash  service,  and 
of  the  dismissal  of  this  action  (later  vacated  [281] 
by  this  Court)  on  June  26,  1953. 

Dated:     November  12,  1953. 

/s/  BERNARD  REICH, 

Attorney  for  Plaintiffs. 

[Endorsed]  :     Filed  November  16,  1953.  [282] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  BERNARD  REICH  IN  SUP- 
PORT OF  MOTION  FOR  THE  APPOINT- 
MENT OF  A  SPECIAL  MASTER  UNDER 
RULE  53  OF  THE  FEDERAL  RULES  OF 
CIVIL  PROCEDURE 

State  of  California, 

County  of  Los  Angeles — ss. 

Bernard  Reich  being  first  duly  sworn,  deposes  and 
says: 

1.  I  am  local  attorney  of  record  for  the  plain- 
tiffs. 

2.  I  make  this  affidavit  in  support  of  the  motion 
herein  for  the  appointment  of  a  Special  Master  in 
accordance  with  Rule  53  of  the  Federal  Rules  of 
Civil  Procedure. 
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3.  1  am  informed  hy  the  local  trade  })apera, 
Daily  Variety  and  Hollywood  Reporter,  tliat  on 
November  10,  1953,  the  New  York  Supreme  Court, 
by  Honorable  Justice  S.  Samuel  Di  Faleo,  in  a 
minority  stockholders'  action  au^ainst  some  of  the 
defendants  herein  filed  subsequent  to  the  instant 
suit,  appointed  a  Referee  to  determine  whether  the 
New  York  action  should  be  stayed  [285]  pendini:: 
trial  of  a  similar  action  brought  in  Las  Ve^as, 
Nevada  by  the  same  plaintiffs  as  in  this  action,  like- 
wise filed  after  the  instant  action. 

4.  I  am  informed  by  way  of  the  Hollywood  Re- 
porter dated  November  11,  1953,  pages  1  and  7 
thereof,  that  Judge  Di  Falco  stated: 

a  ^The  record  thus  far  before  me  is  very  per- 
suasive that  the  Nevada  jurisdiction  was  selected  by 
defendant  Hughes.'  " 

*     *     * 

'Hhe  history  of  the  Castleman  suits,  said  that  attor- 
neys for  Castleman  evidently  have  abandoned  the 
California  suit  and  are  in  dispute  with  their  legal 
counsel  in  California  (Bernard  Reich)  concerning 
the  status  of  the  litigation  there." 

5.  In  a  document  entitled  "Reasons  and  Memo- 
randum in  Opposition  to  Notice  of  Cross-Motions 
for  Certain  Relief,  Etc.,"  dated  Octolier  16,  1953,  I 
requested  the  appointment  of  a  Special  Master  to 
undertake  an  investigation  and  inquiry  into  the  con- 
duct of  all  parties  and  their  counsel. 

6.  I  was  informed  by  a  New  York  attorney  that 
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at  least  some  of  my  affidavits  here  in  California 
were  used  before  Judge  Di  Falco  in  New  York. 

7.  There  is  now  pending  before  this  Court  to  be 
heard  on  December  28,  1953,  among  other  things, 
the  following: 

(a)  Motion  of  defendant  RKO  Radio  Pictures, 
Inc.,  for  order  dismissing  the  above-entitled  action, 
or  in  the  alternative  for  an  order  staying  all  pro- 
ceedings in  said  action. 

(b)  Motion  for  an  order  that  depositions  be  not 
taken.  [286] 

(c)  Cross-motion  of  the  New  York  lawyers  for 
the  plaintiffs  to  enjoin  Bernard  Reich  from  taking 
any  further  steps  in  this  case  as  counsel  for  plain- 
tiff's. 

(d)  Cross-motion  by  said  New  York  counsel  to 
substitute  Henry  Herzbrun  (now  deceased)  for 
Bernard  Reich  as  local  attorney  of  record  for  the 
plaintiffs. 

(e)  Cross-motion  to  admit  Louis  Kipnis  to  this 
Court  and  designating  Mr.  Kipnis  as  lead  counsel 
in  this  action. 

(f)  Cross-motion  by  New  York  attorneys  to 
quash  the  notice  of  depositions  noticed  by  Bernard 
Reich. 

8.  I  respectfully  incorporate  by  reference  all  of 
my  affidavits  heretofore  made  and  on  file,  includ- 
ing: 

(a)     Affidavit  of  Bernard  Reich  in  Support  of 
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Motion   to   Vacate   Order   of   Dismissal,   sworn   to 
September  9,  1953. 

(]))  Reply  Affidavit  of  Bernard  Reich  in  Opposi- 
tion to  Motion  and  Affidavit  of  Raymond  A.  (V)ok 
as  Amicus  Curiae,  sworn  to  October  2,  1953. 

(c)  Reply  Affidavit  of  Bernard  Reich  to  Affi- 
davit of  Louis  Kii)nis  and  Leo  B.  Mittelman,  sworn 
to  October  1,  1953. 

(d)  Reply  Affidavit  of  Bernard  Reich  to  Affi- 
davit of  Roy  W.  McDonald,  sworn  to  October  2, 
1953. 

9.  I  charge  the  defendants  and  plaintiffs'  New 
York  counsel  with  collusion  in  submitting  the  action 
to  the  Nevada  Court.  [287] 

10.  I  charge  New  York  counsel  with  failing  to 
truly  represent  the  stockholders  of  RKO  in  that  the 
proceedings  in  Nevada  are  not  truly  adversary, 

11.  I  charge  the  defendant  Howard  R.  Hughes 
with  removing  himself  from  this  jurisdiction  and 
to  Las  Vegas,  Nevada,  after  the  commencement  of 
this  action  and  before  the  commencement  of  the 
Nevada  action  as  part  and  parcel  of  a  plan  to 
deprive  this  Court  of  jurisdiction  and  to  confer 
jurisdiction  to  the  State  of  Nevada. 

12.  I  charge  New  York  counsel  with  the  respon- 
sibility of  plaintiffs'  default  on  ]\[r.  Hughes'  mo- 
tion to  quash  service  on  him,  also  as  part  and  parcel 
of  the  plan  and  determination  to  deprive  this  Court 
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of  jurisdiction  and  to  confer  jurisdiction  on  the 
Nevada  Court. 

13.  I  charge  defendants,  plaintiffs'  New  York 
counsel,  and  others  with  a  plan,  scheme  and  deter- 
mination to  abandon  the  California  action,  to  have 
it  dismissed  without  my  knowledge  and  consent, 
and  as  part  of  the  over-all  plan  to  deprive  this 
Court  of  jurisdiction. 

14.  I  charge  the  defendants  and  plaintiffs'  New 
York  counsel  with  complete  disinterest  and  indiffer- 
ence to  the  rights  and  interests  of  the  thousands 
of  stockholders  of  RKO.  In  this  connection  and 
solely  for  the  purpose  of  indicating  to  this  Court 
the  need  of  the  stockholders  to  protection,  I  quote 
from  the  stock  report  of  October  20,  1953,  of  Stand- 
ard &  Poor's  Corporation,  as  follows: 

''RKO  Pictures 

' '  Stock — Common 

"Approx.  Price:  2%. 
"Dividend:  None. 
"Yield:  None. 

"Recommendation:  This  company  came  into  be- 
ing in  its  present  form  on  January  1,  1951,  when, 
under  the  terms  of  a  consent  decree,  old  RKO  sepa- 
rated its  picture  making  from  its  theatre  [288] 
operations.  Except  for  the  war  years,  the  com- 
pany's pro-forma  past  record  has  been  dismal,  and 
its  future  is  uncertain.  The  shares  are  not  a  suit- 
able holding  for  the  average  investor  and  can  be 
held  only  as  an  outright  speculation." 
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15.  As  to  my  [josition  J  ciuotc  rroni  tlic  tran- 
script of  tlic  proceedings  before  this  Court  on  Oc- 
tober 19,  1953,  page  14,  lines  18  to  20  thereof,  as 
follows: 

"Mr.  Reich:  I  will  stipulate  that  my  fees  may 
be  small.  I  will  stipulate  you  don't  have  to  fix  fees 
at  all. 

"The  Court:     You  don't  have  to  so  stipulate." 

16.  I  would  summarize  the  situation  as  follows: 
The  first  action  was  commenced  in  New  York  by 

plaintiffs'  New  York  counsel.  They  have  however 
virtually  abandoned  this  action. 

The  second  action  was  filed  by  me  in  this  Court 
on  December  15,  1952. 

The  third  action  was  filed  by  plaintiffs'  New  York 
counsel  in  Las  Vegas,  Nevada,  without  my  knowl- 
edge or  consent.  That  action  is  set  for  trial  for 
January  4,  1954.  According  to  the  defendants  and 
plaintiffs'  New  York  counsel,  prior  to  October  19, 
1953,  17  depositions  were  taken  in  this  complicated 
case  numbering  in  all  only  about  1,100  pages.  It  is 
true  that  the  Nevada  action  has  proceeded  swiftly, 
but  I  charge  this  to  be  part  and  parcel  of  the  plan 
already  referred  to. 

The  next  action  was  filed  in  New  York  by  other 
stockholders,  and  it  is  in  that  action  and  on  a 
motion  to  stay  that  action,  that  Judge  Di  Falco 
ordered  an  investigation.  [289] 

I  am  an  attorney  also  admitted  to  practice  in  the 
State  of  New  York.  I  aver  that  the  New  York 
action  cannot  be  tried  before  the  Nevada  action  and 
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will  probably  be  tried  no  sooner  than  the  Fall  of 
1954. 

Judge  Di  Falco  denied  the  petition  to  dissolve 
RKO.  The  New  York  Court  has  no  effective  juris- 
diction of  or  even  visitorial  powers  over  the  RKO 
companies  and  has  absolutely  no  jurisdiction  over 
Mr.  Hughes. 

On  the  other  hand  this  Court  has  jurisdiction  to 
dissolve  the  local  RKO  defendant  and/or  to  appoint 
a  receiver  for  its  assets. 

If  my  charges  regarding  Mr.  Hughes  are  sustained 
this  Court  has  jurisdiction  over  the  defendant 
Hughes.  Furthermore,  I  am  informed  and  therefore 
allege  on  information  and  belief  that  Mr.  Hughes 
has  substantial  assets  in  the  State  of  California 
and  within  the  jurisdiction  of  this  Court  so  that 
he  may  be  brought  in  by  way  of  attachment  of 
those  assets. 

The  facts  and  incidents  alleged  in  the  amended 
complaint  herein  took  place  for  the  most  part  within 
this  district  of  the  Court.  The  books  and  records 
of  the  corporation  are  here.  Most  of  the  17  wit- 
nesses whose  depositions  were  taken  in  the  Nevada 
action  are  residents  of  California. 

This  Court  is  in  the  best  position  to  protect  the 
interests  of  the  stockholders. 

19.  On  October  14,  1953,  I  wrote  Honorable 
Frank  McNamee,  Judge,  Eighth  Judicial  District, 
Las  Vegas,  Nevada,  as  follows: 
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''October  14,  1953. 

''Honora))le  F'rank  McNamee,  Judge, 
''Eighth  Judicial  District, 
"Court  of  Nevada, 
"Las  Vegas,  Nevada.  [290] 

"Re:  Castleman  v.  RKO,  et  al., 
Nevada  Case  No.  59422 ; 

Castleman,  et  al.,  v.  Hughes,  et  al., 
U.S.D.C.  8D  Cal.  14848-BH. 

"Honorable  Sir: 

"I  am  California  attorney  for  the  plaintiffs  in 
the  California  action,  the  plaintiffs  being  the  same 
apparently  as  in  the  action  before  you. 

"I  have  caused  the  file  before  you  to  be  checked 
and  but  recently  have  noted  letter  on  the  stationery 
of  Hughes  Tool  Company,  Houston,  Texas,  ad- 
dressed to  you  under  date  of  May  4,  1953,  and 
signed  by  T.  A.  Slack,  Vice  President  and  general 
counsel  of  Hughes  Tool  Company;  also  letter  from 
attorney  Louis  Kipnis  of  New  York  for  the  plain- 
tiffs addressed  to  you  under  date  of  May  11,  1953. 

"My  duty  to  the  stockholders  of  RKO  compels 
me  to  bring  certain  facts  to  your  attention  and  to 
invite  an  appropriate  inquiry.  By  so  doing  I  have 
no  intention  of  arguing  the  matter  on  the  merits 
to  you  or  to  transfer  jurisdiction  from  California 
to  Nevada.  I  am  sending  a  copy  of  this  letter  to 
various   attorneys    and    persons    indicated    in    Mr. 
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Slack's  letter,  although  no  copy  of  Mr.  Slack's 
letter  or  Mr.  Kipnis'  letter  was  sent  to  me. 

**The  facts  then  briefly  are  as  follows: 

' '  Plaintiffs,  by  their  attorney,  Louis  Kipnis,  origi- 
nally filed  a  minority  stockholders'  action  in  the 
Supreme  Court  of  the  State  of  New  York  in  and 
for  the  County  of  New  York,  bearing  number 
14431-1952. 

'^  Thereafter  the  same  plaintiffs,  through  their 
New  York  attorney  or  attorneys  retained  me  to 
file  a  similar  action  in  the  California  courts.  Upon 
my  insistence  the  action  was  filed  in  the  federal 
court  and  bears  number  14848-BH.  The  original 
complaint  [291]  was  filed  on  December  15,  1952. 

'^ Thereafter  plaintiffs'  New  York  attorney  with- 
drew in  New  York  petition  for  a  receivership  under 
the  circumstances  recited  in  Exhibit  'A'  to  my 
affidavit  made  September  9,  1953,  and  filed  in  the 
Los  Angeles  Federal  Court,  a  copy  of  w^hich  afii- 
davit,  among  others,  is  enclosed  herewith. 

"The  withdrawal  of  the  petition  for  a  receiver- 
ship was  done  without  my  knowledge,  as  was  the 
filing  of  the  suit  before  your  Court. 

"The  letters  addressed  to  you  dated  respectively 
May  4,  1953,  and  May  11,  1953,  were  sent  to  you 
after  I  raised  the  question  with  my  New  York 
correspondents  of  the  jurisdiction  of  your  Court. 

"It  is  not  denied  in  any  of  the  papers  filed  in  the 
Federal  Court  here  in  Los  Angeles  that  Mr.  Hughes 
w^as  a  resident  of  the  State  of  California  when  I 
filed  the  action  on  December  15,  1952. 
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'Mt  is  not  deiiiod  tliat  ^Mi-.  HukIh'h  rcnioved  his 
residence  to  Las  Vegas,  Nevada,  after  the  confer- 
ence annong  the  attorneys  at  Mr.  Odhim's  ranch  in 
Indio,  California,  described  in  part  in  Mr.  Slack's 
letter  of  May  4,  1953. 

''On  or  about  March  4,  1953,  T  filed  in  the  Fed- 
eral Court  here  plaintiffs'  Amended  Complaint 
which  widened  considerably  the  issues  first  pre- 
sented by  the  complaint.  I  am  informed  that  the 
complaint  before  you  is  similar  to  the  original  com- 
plaint here  and  has  not  been  amended  to  reflect 
the  issues  i)resented  by  the  amended  complaint 
here. 

*'I  then  noticed  the  deposition  of  Mr.  Hughes 
and  was  prepared  to  oppose  (1)  a  motion  by  the 
defendant  RKO  for  a  security  bond  under  the 
California  State  Law,  and  (2)  a  motion  by  the 
defendant  Hughes  to  quash  service  of  process  on 
him.  I  was  at  first  thwarted  in  this  effort  by  the 
defendants  acting  in  [292]  concert  with  my  New 
York  correspondents. 

' '  On  June  26,  1953,  my  New  York  correspondents 
and  counsel  for  the  defendants  succeeded  in  having 
entered  an  order  which  dismissed  the  action  in 
California  against  all  defendants;  and  notwith- 
standing the  minute  order  of  the  Court  and  its 
rules,  the  proposed  order  was  never  served  on  me 
either  before  or  after  it  was  made  by  Honorable 
Ben  Harrison,  District  Judge. 

"On  October  5,  1953,  Judge  Harrison  granted  my 
motion  to  vacate  the  invalid  order  made  on  June 
26,  1953,  in  the  following  language : 
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**  ^  Court  orders  said  motion  granted.  Counsel  to 
prepare  and  present  appropriate  order  for  signa- 
ture. ' 

''The  above  is  the  briefest  of  summaries.  En- 
closed herewith  are  copies  of  the  papers  filed  be- 
fore Judge  Harrison  and  which,  I  submit,  present 
a  situation  requiring  inquiry  from  your  Honor : 

"1.  Motion  to  Vacate  Order  of  Dismissal,  dated 
June  26,  1953. 

*'2.     Notice  of  Hearing. 

"3.  Memorandum  of  Points  and  Authorities  in 
Support  of  Motion  to  Vacate  Order  of  Dismissal, 
dated  June  26,  1953. 

''4.  Affidavit  of  Bernard  Reich  in  Support  of 
Motion  to  Vacate  Order  of  Dismissal,  sworn  to 
September  9,  1953. 

"5.  Motion  to  Appear  as  Amicus  Curiae  and 
Affidavit  of  Raymond  A.  Cook  in  Support  Thereof, 
sworn  to  September  18,  1953. 

"6.  Reply  Affidavit  of  Bernard  Reich  in  Opposi- 
tion to  Motion  and  Affidavit  of  Raymond  A.  Cook 
as  Amicus  Curiae,  sworn  to  October  2,  1953. 

"7.  Affidavit  of  Louis  Kipnis  and  Leo  B.  Mittel- 
man  in  Opposition  to  Motion  to  Vacate  Order  of 
Dismissal,  made  June  26,  [293]  1953,  sworn  to  Sep- 
tember 25,  1953. 

"8.     Reply  Affidavit  of  Bernard  Reich  to  Affi- 
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davit  of  I.ouis  Kipnis  and  Leo  B.  Mittelman,  sworn 
to  October  1,   19511 

'^9.  Affidavit  of  Roy  W.  McDonald,  sworn  to 
Sopteni})cr  25,  1953. 

"10.  Reply  Affidavit  of  Bernard  Reich  to  Affi- 
davit of  Roy  AV.  McDonald,  sworn  to  October  2, 
1953. 

''In  addition  T  enclose  a  copy  of  the  Amended 
Complaint  tiled  here  in  the  Federal  Court. 

''I  was  not  present  at  the  Cochran  Ranch  confer- 
ence described  in  part  by  Mr.  Slack  in  his  letter 
addressed  to  yonr  Honor,  dated  May  4,  1953.  I 
learned  of  the  conference  after  it  was  held.  In  his 
affidavit  filed  here,  Mr.  McDonald  stated  (pa.s^es 
2  and  3)  that  he  was  informed  that  Mr.  Huc^hes 
resides  in  Nevada  and  therefore  he  thought  it  for 
the  best  interests  of  the  corporations  who  do  no 
business  in  Nevada  that  they  submit  to  the  jui'isdic- 
tion  in  which  Mr.  Hughes  resides. 

''In  my  reply  affidavit  (pages  1  and  2),  which 
was  one  of  the  affidavits  upon  which  Judge  Har- 
rison acted  on  October  5,  1953,  I  point  out  that 
Mr.  McDonald  does  not  state  when  Mr.  Hughes 
removed  his  residence  from  California  to  Nevada; 
nor  does  he  give  any  reason  why  all  the  parties 
could  not  appear  in  California  where  the  actions 
and  transactions  complained  about  took  place,  and 
where  the  witnesses  reside  and  where  the  pertinent 
books  and  records  are  located.   The  fact  is  that  Mr. 
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Hughes  removed  himself  to  Nevada  after  the  Cali- 
fornia action  was  filed. 

''The  fact  is,  furthermore,  that  the  California 
action  was  filed  before  the  Nevada  action. 

''The  fact  is,  furthermore,  that  Nevada  does  not 
have  any  security  law.  [294] 

"Why  then  should  the  defendants  submit  to  a 
jurisdiction  where  they  do  not  have  the  benefit  of 
a  security  law?  And  why  then  should  corporations 
who  do  no  business  in  Nevada  submit  to  the  juris- 
tion  of  that  state  ? 

"jr  submit  to  your  Honor  that  the  circumstances 
of  these  actions  in  New  York,  California  and  Ne- 
vada require  careful  scrutiny. 

"I  do  not  wish  to  minimize  my  dilemma.  I  owe 
a  duty  to  the  clients  who  have  retained  me.  How- 
ever, I  believe  I  owe  a  higher  duty  to  the  courts 
of  California  and  Nevada,  and  to  the  stockholders 
who  constitute  the  class  which  I  represent  in  Cali- 
fornia. 

"My  only  interest  is  to  fulfill  my  obligation  to  the 
courts  and  to  the  stockholders.  That  obligation 
compels  me  to  make  sure  that  the  action  before 
your  Honor  is  truly  adversary. 

"I  suggest  that  your  Honor  appoint  a  Special 
Master  or  Referee  to  investigate  the  circiunstances 
surrounding  the  submission  by  the  parties  to  the 
jurisdiction   of  your   Court.    I   pledge   my  whole- 
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heartod  cooperation  within  the  limitations  of  my 
duty  to  all  concerned. 

''Respectfully  yours, 

'Vs/  BERNARD  REICH. 

"Ends. 

"CC:  Louis  Kipnis,  Esq., 

George  S.  Leisure,  Esq., 
Floyd  B.  Odium, 

Woodburn,  Forman  &  Woodburn, 
T.  A.  Slack,  Esq." 

20.  On  or  about  October  17,  1953,  Mr.  Hughes' 
California  and  Nevada  attorneys  noticed  a  motion 
for  a  hearing  on  my  letter  of  October  14,  1953,  in 
Las  Vegas,  Nevada,  all  as  set  forth  in  Exhibit  "A" 
attached  hereto  and  made  a  part  hereof.  [295] 

21.  On  October  21,  1953,  I  wrote  defendant 
Hughes'  Nevada  attorneys  as  follows: 

"October  21,  1953. 

"Woodburn,  Forman  &  Woodburn, 
"206  N.  Virginia  Street, 
"Reno,  Nevada. 

"Re:  Castleman  v.  Walker,  et  al., 
Nevada  Case  No.  59422 ; 

Castleman  v.  RKO  Pictures  Corpora- 
tion, et  al.. 

New  York  Case  No.  14431-1952: 
Castleman,  et  al.,  v.  Hughes,  et  al., 

California  Case  No.  14848-BH. 
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**  Gentlemen: 

*' Yesterday  I  received  in  the  mail  your  letter  and 
Notice  of  Motion  re  hearing  in  Las  Vegas,  Nevada, 
on  October  27,  1953. 

"Today  I  received  in  the  mail  copy  of  Mr.  Roy 
W.  McDonald's  letter  to  Judge  McNamee,  dated 
October  19,  1953. 

"In  your  Notice  of  Motion  you  state  that  I  am 
beyond  the  jurisdiction  of  the  Nevada  Court  and 
have  not  unequivocally  agreed  to  bring  myself 
within  the  jurisdiction  of  the  Court. 

"How  would  you  have  me  submit  myself  to  your 
jurisdiction!  Will  you  stipulate  to  my  coming  in 
to  your  Court  Amicus  and/or  would  you  consent 
to  intervention  by  me  or  in  behalf  of  the  stock- 
holders '^ 

So  far  as  I  am  permitted  I  do  not  oppose  your 
motion  that  the  Court  fix  a  date  for  hearing. 

"I  would  ask  only  that  a  Special  Master  or 
Referee  be  appointed  to  conduct  the  investigation 
in  Nevada,  California,  and  New  York. 

"I  would  also  like  to  be  apprised  of  the  rules  of 
the  investigation  as  to  who  shall  have  the  right  to 
examine  and  cross-examine.  [296] 

' '  I  would  propose  that  in  addition  to  myself,  testi- 
mony be  taken  from  the  following  witnesses: 

"1.  All  those  present  at  the  Cochran  Ranch  con- 
ference. 

"2.     Roy  W.  McDonald. 

"3.     T.  A.  Slack. 
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*'4.     Louis  Ki[)iiis. 

'S5.     Leo  B.  Mittolman. 

"6.     George  S.  Leisure. 

''7.     Floyd  B.  Odium. 

"I  would  ask  also  that  Judc^e  Henry  Clay  Green- 
berg  of  the  New  York  Supreme  Court  be  informed 
of  the  pending  proceedings. 

<<Yery  truly  yours, 

'Vs/  BERNARD  REICH. 

''P.S.  Inasmuch  as  I  had  your  firm's  name  only 
from  the  letter  of  Mr.  Slack  to  Judge  McNamee, 
dated  May  4,  1953,  I  assumed  that  your  office  was 
located  in  Vegas.  My  previous  letter,  therefore, 
came  back  with  a  notation  'insufficient  address.' 

''P.P.S.  Please  forgive  me  for  having  my  secre- 
tary sign  my  name  to  this  letter  as  I  am  dictating 
the  letter  away  from  the  office. 

''BR. 

"cc:  Honorable  Frank  McNamee,  Judge. 
(For  Filing.) 

Honorable  Ben  Harrison,  Judge  IT.  S.  District 
Court.    (For  Filing.) 

T.  A.  Slack,  Esq. 

Louis  Kipnis,  Esq. 

Donovan,  Leisure,  Newton  &-  Irvine,  Esqs. 

Floyd  B.  Odium,  Esq." 
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22.  On  October  23,  1953,  I  wrote  Judge  Mc- 
Namee  as  follows:  [297] 

''October  23, 1953. 
"Air  Mail, 
''Special  Delivery. 

"Honorable  Frank  McNamee,  Judge, 
"Eighth  Judicial  District  Court, 
' '  County  Courthouse, 
"Las  Vegas,  Nevada. 

"Re:  Castleman  v.  Walker,  et  al., 
Case  No.  59422. 

"Dear  Judge  McNamee: 

"I  have  received  a  copy  of  Mr.  McDonald's  let- 
ter to  your  Honor,  dated  October  19,  1953. 

"In  his  letter  Mr.  McDonald  assumes  that  I  will 
appear  for  'such  a  hearing,'  give  testimony,  and 
submit  myself  'for  proper  cross-examination.'  May 
I  inquire  of  him  through  the  Court  whether  he  will 
submit  to  proper  cross-examination.  After  all,  as 
he  says,  it  is  I  who  criticized  counsel  and  the  parties. 
It  is  I  who  called  for  the  investigation  into  the 
circumstances  of  the  submission  of  this  cause  to 
the  Nevada  Court.  I  did  not  submit  the  cause, 
however. 

"I  too  have  e^ddence  which  I  propose  to  give  to 
the  Court  when  the  Inquiry  is  set  up.  However, 
I  do  not  propose  to  have  counsel  conduct  the  in- 
vestigation or  divei*t  the  investigation  from  its 
proper  course. 
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''It  now  occurs  to  me  tJwit  in  additicjii  to  the 
witnesses  sup^^ested  in  my  letter  (October  21)  to 
the  moving  parties'  counsel,  the  following  additional 
witnesses  should  be  examined:  All  of  the  defend- 
ants, including-  Howard  R.  Hughes. 

''In  connection  with  Mr.  Hughes,  I  stated  in  my 
letter  to  your  Honor,  dated  October  14th : 

"  'It  is  not  denied  in  any  of  the  papers  filed  in 
the  Federal  Court  hero  in  Los  Angeles  that  Mr. 
Hughes  was  a  resident  of  the  State  of  California 
when  I  filed  [298]  the  action  on  December  15.  1952. 

"  'It  is  not  denied  that  Mr.  Hughes  removed  his 
residence  to  Las  Vegas,  Nevada,  after  the  confer- 
ence among  the  attorneys  at  Mr.  Odium's  ranch  in 
Indio,  California,  described  in  part  in  Mr.  Slack's 
letter  of  May  4,  1953.' 

"In  Mr.  Hughes'  affidavit  of  October  13,  1953, 
filed  in  California,  he  stated: 

"  'More  than  nine  months  ago  I  became  a  resi- 
dent of  the  State  of  Nevada  *  *  *.' 

"Nine  months  before  October  13,  1953,  is  still 
after  the  filing  of  the  California  complaint. 

"I  mention  this  because  the  defendant  would 
have  you  believe  that  (1)  the  defendant  corpora- 
tions who  are  foreign  to  your  jurisdiction  submitted 
themselves  because  Mr.  Hughes  lived  or  was  about 
to  live  in  Las  Vegas,  (2)  the  individual  defendants, 
other  than  Mr.  Hughes,  and  who  are  likewise  for- 
eign to  your  jurisdiction,  submitted  for  the  same 
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reasons,  and  (3)  Mr.  Hughes  wanted  to  remove  to 
Las  Vegas  anyway  and  administer  the  California 
studios  from  there.  Please  note  that  these  defend- 
ants submitted  to  a  jurisdiction  which  does  not 
afford  them  the  rights  given  in  New  York  and 
California  to  require  a  substantial  bond  as  security 
for  costs  and  expenses,  as  witness  Mr.  McDonald's 
motion  and  affidavit  (March  30,  1953)  in  the  Cali- 
fornia action  seeking  $35,000  'or  more.' 

''Mr.  McDonald  in  his  letter  to  you  states  that 
because  of  the  diverse  domiciles  of  the  several  de- 
fendants, 'there  was  no  single  state  in  which  any 
dissident  stockholder  could  secure  jurisdiction  of  all 
the  parties  charged  in  this  case.'  It  should  be 
sufficient  answer  to  ask: 

"1.  Since  Mr.  McDonald  representing  the  cor- 
porations refused  [299]  to  bring  the  action,  necessi- 
tating a  derivative  action,  and  since  Mr.  McDonald 
does  not  represent  any  dissident  stockholders,  why 
is  he  concerned'? 

"2.  If  a  single  jurisdiction  is  required,  why 
Nevada"?  Why  not  California  where  Mr.  Hughes 
resided  when  that  prior  action  was  filed? 

"3.  Why  wasn't  California  chosen  where  Mr. 
Hughes  alone  w^as  named  as  the  individual  defend- 
ant? 

"(Note:  Counsel  will  answer  that  Hughes  re- 
moved to  Nevada,  begging  the  whole  question.) 

"I  do  not  suggest  that  this  is  all  the  evidence  I 
propose  to  present.   I  believe  that  a  full  inquiry  of 
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all  tlic  witnossos  suggested  will  disclose  ('ollusion 
and  in  any  evont  that  Mossj-s.  Kipnis  and  Mittel- 
man  ai'e  not  true  adversaries. 

"I  do  not  understand  from  tlie  motion,  wliich 
incidentally  was  not  addressed  to  me,  that  the  in- 
quiry will  be  made  on  the  27th.  Having  invited  the 
inquiry,  olmously  I  welcome  it. 

"I  am  certain  it  is  apparent  to  your  Honor  that 
neither  the  parties  under  investigation  nor  their 
counsel  should  conduct  the  investigation.  It  is  re- 
spectfully suggested  that  a  Special  Master  or 
Referee  bo  appointed  to  take  testimony  in  New 
York,  California  and  Nevada. 

^'One  fuii;her  thing:  Mr.  Kipnis,  as  he  tried  be- 
fore the  California  Court,  will  attempt  to  prejudice 
your  Honor  against  me  by  asserting  that  I  stated 
that  justice  could  not  be  obtained  in  your  Court. 
May  I  say  that  it  wasn't  more  than  a  month  or  so 
ago  that  I  even  knew  that  your  Honor  was  to  try  the 
case,  and  may  I  be  presumptuous  enough  to  say 
that  w^hat  little  inquiry  I  made  of  one  or  two  of  the 
lawyers  here  in  Los  Angeles  was  entirely  favorable 
to  your  Honor.  [300] 

"If  you  examine  into  Mr.  Kipnis'  assertions  in 
this  connection,  and  call  for  his  complete  file,  you 
will  find  that  what  I  undoubtedly  said  was  that 
under  the  circumstances  the  submission  of  the 
parties  to  the  Nevada  jurisdiction  was  highly 
suspect. 
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''And,  without  intending  any  reflection  whatso- 
ever on  your  Honor,  I  submit  that  I  have  made  it 
clear  that  it  is,  and  that  the  entire  matter  invites 
a  full  and  complete  investigation  not  by  the  accused 
but  by  the  Courts. 

''Respectfully  yours, 

"/s/  BERNARD  REICH. 

"cc:  Honorable  Ben  Harrison,  District  Judge. 
(For  Filing.) 
Roy  W.  McDonald,  Esq. 
Louis  Kipnis,  Esq. 
T.  A.  Slack,  Esq. 
Woodburn,  Forman  &  Woodburn. 
A.  W.  Ham,  Jr.,  Esq. 
Morse  &  Graves. 
Floyd  B.  Odium,  Esq. 

"P.S.  Please  forgive  my  secretary  signing  my 
name  to  this  letter  as  I  am  dictating  the  letter  away 
from  the  office. 

"BR." 

23.  On  October  26,  1953,  I  telegraphed  Judge 
McNamee  as  follows: 

"Kipnis  Letter  Twenty-fourth  Irresponsible,  In- 
cluding Alleged  Reasons  for  My  Not  Signing  Let- 
ters. I  Was  in  Cedars  of  Lebanon  Hospital.  I  Re- 
affirm My  Letters  and  Offer  of  Full  Cooperation  at 
Your  Repeat  Your  Invitation."  [301] 

24.  On  October  27,  1953,  Judge  McNamee  de- 
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nied   Mr.   Hughes'   niutioii    ioi-   a   hearing:   on   my 
charges  of  October  14,  1953. 

25.  On  October  30,  1953,  J  wrote  Judge  Mc- 
Namee  as  follows : 

*' October  30,  1953. 

''Honorable  Frank  McNamee,  Judge, 
"Eighth  Judicial  District  Court, 
"County  Courthouse, 
"Las  Vegas,  Nevada. 

"Re:  Castleman  v.  Walker,  et  al.. 
Case  No.  59422. 

"Dear  Judge  McNamee: 

"I  received  today  a  copy  of  Mr.  Kipnis'  letter 
dated  October  27,  1953. 

"On  October  26th  I  telegraphed  you  as  follows: 

"  'Kipnis  Letter  Twenty-fourth  Irresponsible,  In- 
cluding Alleged  Reasons  for  My  Not  Signing  Let- 
ters. I  Was  in  Cedars  of  Lebanon  Hospital.  I  Re- 
affirm My  Letters  and  Offer  of  Full  Coopei-ation 
at  Your  Repeat  Your  Invitation.' 

"I  do  not  care  to  extend  this  correspondence  re 
Mr.  Kipnis,  except  to  state  to  you  that  his  letters 
are  false  in  every  material  particular,  expressed  or 
implied. 

"I  am  concerned,  how^ever,  with  the  L'nited  Press 
dispatch  of  October  27th  in  which  you  are  quoted 
as  having  rejected  charges  that  collusion  between 
attorneys  led  to  the  dropping  of  the  suit  in  Cali- 
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fornia  and  that  my  action  in  bringing  the  charges 
but  refusing  to  appear  in  court  was  'ill-advised.' 

"I  made  no  motion  in  your  Court.  The  motion 
was  made  by  Mr.  Hughes'  attorneys.  You  denied 
the  motion  as  you  had  a  right  to  do. 

"You  did  not  invite  me  to  appear  in  your  Court. 
I  was  invited  [302]  by  the  accused  who  are  trying 
to  pull  themselves  up  by  their  boot  straps  by  mak- 
ing motions  as  between  themselves.  It  is  similar  to 
the  situation  of  one  golfer  conceding  a  long  putt 
to  his  own  partner.  Why  should  I  come  to  Nevada 
at  the  invitation  of  Hughes'  attorneys  to  be  checked 
by  the  defendants'  attorneys  and  cross-checked  by 
plaintiffs'  New  York  attorneys. 

"I  asked  to  be  invited  as  Amicus  or  as  an  Inter- 
vener. I  asked  that  you  appoint  a  Special  Master 
to  take  not  only  my  evidence  but  the  evidence  of 
the  accused  and  the  various  witnesses. 

''My  interest  is  not  fees.  It  is  only  that  'right  be 
done.'  I  have  a  duty  to  the  Courts  which  I  intend 
to  fulfill.  I  will  not,  however,  submit  on  terms 
dictated  by  the  accused. 

"Respectfully  yours, 

"/s/  BERNARD  REICH. 


li 


cc:  Honorable  Ben  Harrison,  U.S.D.C.  Judge. 
(For  Filing :  14848-BH. ) 
Louis  Kipnis,  Esq. 

Woodburn,  Forman  &  Woodburn,  Esqs. 
Floyd  B.  Odium,  Esq." 
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26.  As  matters  now  stand  the  Nevada  (•(jurt  lias 
not  ordered  an  investigation.  On  the  otiier  hand  the 
New  York  Court  in  connection  with  the  last  action 
filed  has  ordered  an  investigation  and  only  in  con- 
nection with  defendants'  motion  to  stay  the  New 
York  action.  Thus,  even  if  the  Referee  appointed 
in  New  York  finds  collusion  the  New  York  Supreme 
Court  can  only  deny  the  motion  for  a  stay.  The 
Nevada  action  will  then  proceed.  Hence  this  Court 
is  in  the  best  position  to  order  an  effective  inves- 
tigation and  proceed  with  this  cause. 

27.  I  respectfully  urge  this  Court  to  grant  the 
within  [303]  motion  in  all  respects. 

/s/  BERNARD  REICH. 

Subscribed  and  sworn  to  before  me  this  13th  day 
of  November,  1953. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  An- 
geles, State  of  California.  [304] 
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EXHIBIT  A 

(Copy) 

Filed :     11 :53  a.m.  October  17,  1953. 

HELEN  SCOTT  REED, 
Clerk. 
By  FRANCES  PETTINGILL, 
Deputy. 

Case  No.  59422 
Dept.  No.  1 

In  the  Eighth  Judicial  District  Court  of  the  State 
of  Nevada  in  and  for  the  County  of  Clark 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN, Doing  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 

Plaintiffs, 

vs. 

J.  MILLER  WALKER,  FRANCIS  J.  O'HARA, 
JR.,  HOWARD  R.  HUGHES,  NOAH  DIET- 
RICH, NED  E.  DEPINET,  HUGHES  TOOL 
COMPANY,  RKO  PICTURES  CORPORA- 
TION and  RKO  RADIO  PICTURES,  INC., 

Defendants. 

NOTICE  OF  MOTION 

To:  Eli  B.  Castleman  and  Marion  V.   Castleman, 
Doing  Business  as  Wolverine  Textile  Company, 
and   Louis   Feuerman,    and   Their   Attorneys, 
Louis  Kipnis  and  DaA'id  Zenoff. 

J.    Miller   Walker,    Francis    J.    O'Hara,    Jr., 
Nonh  Difttrich-  Ned  E.  Deninet.  and  Their  At- 
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tornoys,  Manly  P'leisclirTiaTin  and  Morse  & 
Graves. 

RKO  Pictures  Corporation  and  RKO  Radio 
Pictures,  Inc.  and  Their  Attorneys,  Donovan, 
Leisure,  Newton,  Lumbard  and  Irvine  and 
Ham  and  Ham. 

You  and  Each  of  You  will  please  take  notice  that 
the  undersij^^ned  will  move  this  Honorable  Court  at 
Las  Vegas,  Nevada,  on  the  27th  day  of  October, 
1953,  at  11:00  a.m.  or  as  soon  thereafter  as  counsel 
can  be  heard,  to  order  a  hearing  with  respect  to 
certain  charges  made  by  one  Bernard  Reich  in  a 
written  communication  to  the  above-entitled  Court, 
bearing  date  of  [305]  October  14,  1953,  a  copy  of 
which  is  attached  hereto  and  marked  ''Exhibit  A"; 
by  way  of  explanation  and  not  to  limit  the  general- 
ity of  the  inquiry  hereby  moved  upon  the  Court, 
movant  points  out  that  apparently  Bernard  Reich 
is  beyond  the  jurisdiction  of  this  Court  and  in  the 
communication  aforesaid  has  not  unequivocally 
agreed  to  bring  himself  within  the  jurisdiction  of 
the  Court  for  the  purposes  of  investigating  the 
charges  which  he  proposes  to  make. 

Movant  therefore  requests  the  Court  to  make  the 
order  of  investigation  l)road  and  comprehensive 
enough  that  whatever  measures  seeming  necessary 
may  be  taken  to  procure  the  oral  testimony  of  the 
aforesaid  Bernard  Reich  and  to  cause  to  lie  intro- 
duced in  evidence  at  such  hearing  any  other  evi- 
dence of  any  kind  which  might  lie  made  as  to  the 
truth  or  falsity  of  the  implications  of  the  said  letter 
of  Bernard  Reich,  and  that  this  Court  make  full 
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use  of  its  powers  and  jurisdiction  to  bring  about  a 
full  and  complete  hearing  upon  the  matter  set  forth. 

Dated  this  17th  day  of  October,  1953. 

T.  A.  SLACK, 

7000  Romaine  Street, 
Hollywood  38,  California ; 

WOODBURN,  FORMAN  & 
WOODBURN, 

By  WM.  K.  WOODBURN, 

206  N.  Virginia  Street, 
Reno,  Nevada; 
Attorneys  for  Defendants  Howard  R.  Hughes  and 
Hughes  Tool  Company. 

Affidavit  of  Service  by  Mail  attached. 
[Endorsed] :     Filed  November  16,  1953.  [306] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— OCT.  19,  1953 

Present:  The  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs:  Harry  Silver  and 
Louis  Kipnis ; 

Counsel  for  Applicants  for  Intervention: 
J.  J.  Brandlin; 

Counsel  for  Defendants:  Guy  Knupp  for 
deft  RKO  Radio  Pictures,  Inc. 

Bernard  Reich,  Esq.,  respondent  in  Mo- 
tion (2)  infra,  and  one  of  attorneys  of 
record  for  plaintiffs. 
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Procoedin.c^s :  For  licarin^-  niotioii. 

(1)  Of  HaTTv  Rosenthal  and  OoTtnulo  Koson- 
thal  to  intervene  as  plaintiffs,  pursuant  to  notice, 
and  motion,  filed  Oct.  2,  1953,  (copy  of  complaint 
ill  intervention  attached  to  said  motion) ; 

(2)  For  hoarini;"  cross-motion  and  motion  of 
plaintiffs  for  orders: 

(a)  Stayinp;'  consideration  of  the  motion  of 
Harry  Rosenthal  and  Gertrude  Rosenthal  to  inter- 
vene, etc. 

(b)  Enjoining  Bernard  Reich,  Esq.,  from  taking 
any  further  steps  in  this  case  as  alleged  counsel  for 
the  plaintiffs; 

(c)  Substituting  Henry  Herzbrun,  Esq.,  for  said 
Bernard  Reich,  Esq.,  as  local  attorney  of  record  for 
the  plaintiffs  herein ; 

(d)  Admitting  Louis  Kipnis  of  the  New  York 
Bar,  pro  hac  vice,  and  designating  said  Louis  Kip- 
nis, Esq.,  as  lead  counsel  for  the  plaintiffs  herein; 

(e)  Quashing  the  notice,  dated  Oct.  5,  1953,  here- 
tofore served  by  the  said  Bernard  Reich,  Esq.,  to 
take  the  depositions  of  Howard  Hughes  and  Ross 
Hastings  as  officers  and/or  employees  of  the  de- 
fendants, RKO  Pictures  Corj).,  and  RKO  Radio 
Pictures,  Inc.,  and 

(f)  Granting  such  other  and  different  relief  as 
to  the  court  may  seem  just  in  the  premises,  pursuant 
to  motion,  notice,  order  shortening  time  for  service 
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of  said  motion,  and  points  and  authorities,  filed 
Oct.  13,  1953; 

(3)  For  hearing  motion  of  deft  RKO  Radio 
Pictures,  Inc.,  for  order  dismissing  this  action,  or 
in  the  alternative,  for  an  order  staying  all  proceed- 
ings herein,  pursuant  to  motion,  notice,  affidavit  of 
Howard  R.  Hughes,  affidavit  of  Roy  W.  McDonald, 
Memo,  of  points  and  authorities,  and  order  shorten- 
ing time  for  service  of  said  motion,  filed  Oct.  13, 
1953; 

(4)  For  hearing  motion  of  deft  RKO  Radio 
Pictures,  Inc.,  for  an  order  that  depositions  of  Ross 
R.  Hastings  and  of  Howard  R.  Hughes,  be  not 
taken,  pursuant  to  notice,  motion,  affidavit  of  Guy 
Knupp,  and  order  shortening  time  for  service  of 
said  motion,  filed  Oct.  13,  1953. 

On  motion  of  Attorney  Silver,  of  counsel  for 
plaintiffs.  It  Is  Ordered  that  Louis  Kipnis,  Esq.,  of 
the  New  York  Bar,  is  allowed  to  practice  in  this 
Court  for  the  purposes  of  this  case  only. 

Attorney  Brandlin  makes  a  statement  to  the 
Court  in  support  of  motion  (1). 

Attorney  Reich  makes  a  statement  that  he  repre- 
sents the  plaintiffs  and  has  no  objection  to  granting 
of  motion  (1).  , 

Attorney  Kipnis  makes  a  statement  that  he  ap-  " 
pears  for  the  plaintiffs  and  that  Bernard  Reich  is 
functus  officio  herein. 

Attorneys  Reich,  Silver,  and  Kipnis  make  state- 
ments to  the  Court. 
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Attorney  Brand]  in  makes  a  fui-ther  statement  in 
support  of  Motion  (1). 

The  Court  makes  a  statement.  Attorney  Kipnis 
makes  a  further  statement  in  opposition  to  mo- 
tion (1). 

The  Court  makes  a  further  statement  and  orders 
all  further  proceedings  and  the  motions  on  the 
calendar  today  continued  to  Dec.  28,  1953,  10  a.m. 

Att'ys  Reich  and  Kipnis  and  the  Court  make 
further  statements. 

EDMUND  L.  SMITH, 

Clerk. 

By  MURRAY  E.  WIRE, 

Deputy  Clerk.  [309] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— NOV.  30,  1953 

Present:  The  Hon.  Ben  Harrison, 
District  Judge. 

Counsel    for    Plaintiffs:  Bernard    Reich; 
Harry  Silver. 

Counsel  for  Defendants:    No  appearance. 

Proceedings : 

For  hearing  motion  of  Bernard  Reich,  Esq.,  at- 
torney of  record  for  the  plaintiffs,  for  appointment 
of  a  Special  Master,  pursuant  to  Rule  53  of  FRCP, 
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pursuant  to  motion,  notice,  and  affidavit  of  Bernard 
Reich,  filed  Nov.  16,  1953. 

Attorney  Reich  makes  a  statement. 

The  Court  makes  a  statement. 

Attorney  Reich  makes  a  further  statement. 

It  Is  Ordered  that  cause  is  continued  to  Dec.  14, 
1953,  10  a.m.,  for  further  hearing. 

EDMUND  L.  SMITH, 

Clerk. 

By  MURRAY  E.  WIRE, 

Deputy  Clerk.  [347] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— DEC.  14,  1953 

Present:  The  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs :  Bernard  Reich  and 
Robert  Silver. 

Counsel  for  Defendants:  Guy  Knupp  for 
deft  RKO  Radio  Pictures,  Inc. 

Proceedings : 

For  further  hearing  motion  of  Bernard  Reich, 
Esq.,  Local  Attorney  of  record  for  plaintiffs,  for 
appointment  of  a  Special  Master,  pursuant  to  Rule 
53  of  FRCP,  pursuant  to  motion,  notice,  and  affi- 
davits of  Bernard  Reich,  filed  Nov,  16,  1953. 
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Attorney  Reich  luakcs  a  statcinerit  to  the  Court. 

Court  Orders  that  the  further  hearing  of  said 
motion  is  continued  to  the  end  of  the  calendar. 

Later,  at  10:45  a.m.,  all  l)('in<»-  present  as  before. 

Attorney  Reich  makes  a  further  statement  and 
argues  further  in  support  of  said  motion  for  the 
appointment  of  a  Special  Master. 

Each  of  Attorneys  Silver  and  Knupp  makes  a 
statement. 

Court  Orders  that  said  motion  for  appointment 
of  a  Special  Master  is  striken  from  the  calendar 
and  held  in  abeyance  until  after  the  trial  of  the 
Nevada  action. 

It  Is  Further  Ordered  that  the  motions  hereto- 
fore continued  to  Dec.  28,  1953,  10  a.m.,  for  hearing 
are  also  stricken  from  the  calendar  and  held  in 
abeyance  until  after  the  trial  of  the  Nevada  action. 

EDMUND  L.  SMITH, 

Clerk. 

By  MURRAY  E.  WIRE, 

Deputy  Clerk.  [348] 
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[Title  of  District  Court  and  Cause.] 

MINUTES  OP  THE  COURT— DEC.  29,  1953 

Present:  The  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs :     No  appearance. 

Counsel  for  Defendants:     No  appearance. 

Proceedings : 

It  Is  Ordered  that  this  cause  be,  and  it  is  placed 
on  the  calendar  of  Jan.  11,  1954,  10  a.m.,  for  hear- 
ing on  the  settlement  of  order  vacating  the  order 
of  dismissal  of  June  26,  1953;  and  the  clerk  is  di- 
rected to  notify  counsel. 

Mailed  notices  to  counsel. 

EDMUND  L.  SMITH, 

Clerk. 

By  MURRAY  E.  WIRE, 

Deputy  Clerk.  [349] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— JAN.  11,  1954 

Present:  The  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs :  Bernard  Reich  and 
Robert  Silver. 

Counsel  for  Defendants:  Guy  Knupp  for 
deft  RKO  Radio  Pictures,  Inc. 
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Proceedings : 

For  hearing  on  the  settlement  of  form  of  order 
vacating  the  order  of  dismissal  of  June  26,  1953. 

The  Court  makes  a  statement. 

Attorney  Reich  makes  a  statement. 

Attorney  Knupp  makes  a  statement. 

The  Court  states  that  order  will  be  signed  later. 

EDMUND  L.  SMITH, 

Clerk. 

By  MURRAY  E.  WIRE, 

Deputy  Clerk.  [350] 


[Title  of  District  Court  and  Cause.] 

PROPOSED  ORDER  VACATING  DISMISSAL 
OF  ACTION  DATED  JUNE  26,  1953 

By  motion  dated  August  11,  1953,  plaintiffs,  by 
their  attorney,  Bernard  Reich,  moved  to  vacate  the 
order  of  dismissal  made  and  entered  herein  on 
June  26,  1953,  on  the  grounds  (1)  that  the  order  of 
June  26,  1953,  purported  to  afford  relief  beyond 
that  which  was  applied  for  by,  and  was  different  in 
kind  from  the  demand  in,  the  motion  or  motions, 
(2)  that  the  said  order  purported  to  be  wider  in 
scope  and  afforded  relief  bej^ond  that  which  was 
directed  by  minute  order,  (3)  that  the  defendants 
failed  to  comply  with  the  said  minute  order  in  that 
plantiffs'  attorneys  were  not  served  with  any  pro- 
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posed  order,  (4)  that  the  defendants  did  not  comply 
with  Local  Rule  7(a),  and  (5)  that  justice  requires 
the  vacation  of  the  said  order. 

The  said  motion  was  based  on  the  records  and 
files  of  the  [351]  Court,  the  Notice  of  Hearing  dated 
August  11,  1953,  for  the  5th  day  of  October,  1953, 
Plaintiffs'  Memorandum  of  Points  and  Authorities 
dated  August  11,  1953,  all  duly  served  and  filed, 
and  Affidavit  of  Bernard  Reich  to  be  filed. 

Thereafter  the  Affidavit  of  Bernard  Reich  in 
Support  of  Motion  to  Vacate  Order  of  Dismissal 
Made  June  26,  1953,  and  sworn  to  September  9, 
1953,  was  duly  served  and  filed. 

Thereafter  Raymond  A.  Cook,  an  attorney  at  law 
in  the  State  of  Texas,  and  theretofore  permitted 
by  this  Court  to  appear  in  this  action  on  behalf  of 
the  defendant  Howard  R.  Hughes,  filed  a  motion 
to  appear  as  amicus  curiae,  and  in  support  thereof 
filed  an  affidavit  sworn  to  September  18,  1953.  Said 
motion  and  affidavit  was  received  by  said  Bernard 
Reich  on  September  19,  1953. 

Thereafter  said  Bernard  Reich  filed  document 
entitled  "Reply  Affidavit  of  Bernard  Reich  in  Op- 
position to  Motion  and  Affidavit  of  Raymond  A. 
Cook  as  Amicus  Curiae,"  sworn  to  October  2,  1953, 
which  affidavit  was  duly  served. 

Thereafter  Henry  Herzbrun  and  Robert  Silver 
filed  a  document  entitled  "Affidavit  of  Louis  Kipnis 
and  Leo  B.  Mittelman  in  Opposition  to  Motion  to 
Vacate  Order  of  Dismissal  Made  June  26,  1953," 
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wliic'li  affidavit  was  sworn  to  S('y)tembor  25,  195:5, 
and  in  wliieli  said  Henry  Herz])iun  and  Ro})ort 
Silver  designated  themselves  as  ''Attorneys  in  Op- 
position of  Motion  to  Vacate  Order  of  Dismissal 
Made  June  26,  1953." 

Thereafter  Bernard  Reich  filed  document  entitled 
''Reply  Affidavit  of  Bernard  Reich  to  Affidavit  of 
Louis  Kipnis  and  Leo  B.  Mittelman,"  sworn  to  Oc- 
tober 1,  1953,  which  affidavit,  was  duly  served. 

Thereafter  defendant  RKO  Radio  Pictures,  Inc., 
filed  the  affidavit  of  Roy  W.  McDonald,  sworn  to 
September  25,  1953,  which  [352]  affidavit  was  re- 
ceived in  the  mail  by  said  Bernard  Reich  on  Octo- 
ber 1,  1953. 

Thereafter  said  Bernard  Reich  filed  document 
entitled  "Reply  Affidavit  of  Bernard  Reich  to  Affi- 
davit of  Roy  W.  INFcDonald,"  sworn  to  October  2, 
1953,  which  affidavit  was  duly  served. 

At  the  time  of  the  filing  of  said  reply  affidavits 
plaintiffs,  by  their  attorney,  Bernard  Reich,  filed 
document  dated  October  2,  1953,  entitled  "Supple- 
mental Memorandum  of  Points  and  Authorities  in 
Support  of  Motion  to  Vacate  Order  of  Dismissal 
Dated  June  26,  1953." 

Plaintiffs'  motion  to  vacate  the  order  of  June 
26,  1953,  came  on  for  hearing  before  this  Court, 
Honorable  Ben  Harrison,  District  Judge,  presiding, 
on  the  5th  day  of  October,  1953. 

At   the   same   time   there   came   on    for   hearing 
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the  motion  of  the  defendant  Howard  R.  Hughes  for 
his  attorney  Rajonond  A.  Cook  to  appear  as  amicus 
curiae. 

At  the  said  time;  Bernard  Reich  appeared  for 
the  plaintiffs;  Mitchell,  Silberberg  &  Knupp  and 
Donovan,  Leisure,  Newton  &  Irvine  by  Guy  Knupp 
appeared  for  the  defendant  RKO  Radio  Pictures, 
Corp.;  Raymond  A.  Cook  appeared  as  proposed 
amicus  curiae;  and  Henry  Herzbrun's  appearance 
was  noted,  although  he  did  not  appear. 

The  Court  makes  the  following  Findings  of  Fact : 

(a)  The  order  of  June  26,  1953,  afford  relief 
beyond  that  which  was  applied  for  by,  and  is  differ- 
ent in  kind  from  the  demand  in,  the  motion  of  the 
defendant  Howard  R.  Hughes,  heard  June  8,  1953. 

(b)  The  order  of  June  26,  1953,  purports  to  be 
wider  in  scope  and  affords  relief  beyond  that  which 
was  directed  by  the  minute  order  after  hearing  on 
said  defendant  Hughes'  motion.  [353] 

(c)  The  defendants  failed  to  comply  with  the 
said  minute  order  in  that  plaintiffs'  local  attorney 
of  record,  Bernard  Reich,  was  not  served  with  the 
proposed  order  ultimately  made  June  26,  1953. 

(d)  Defendants  did  not  comply  with  Local  Rule 
7(a)  in  that  the  proposed  order  ultimately  made 
June  26,  1953,  was  not  approved  or  disapproved 
by  plaintiffs'  local  attorney  of  record,  Bernard 
Reich. 

(e)  Justice  requires  the  vacation  of  the  said 
order  of  June  26,  1953. 
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(f)  No  notices  of  tlio  distriissal  of  tlio  action  was 
given  to  the  stockholders  of  the  defendants  pursuant 
to  Rule  23  of  the  Federal  Rules  of  Civil  Procedure. 

(g)  Raymond  A.  Cook  has  hereto foi-e  appeai-ed 
as  attorney  for  the  defendant  Howard  R.  Hughes 
and  is  a  partisan. 

(h)  Henry  H(^rzbrun  and  Robei-t  Silver  are  not 
attorneys  of  record  for  any  of  the  parties  to  the 
action. 

(i)  Louis  Kipnis  and  Leo  13.  Mittelnian  are  not 
attorneys  admitted  to  practice  before  this  Court  in 
this  or  any  other  action. 

( j )  None  of  the  defendants  have  filed  any  memo- 
randum of  points  and  authorities  or  any  memoran- 
dum pursuant  to  Local  Rule  3(d)  giving  reasons 
w^hy  the  motion  of  the  plaintiffs  should  not  be 
granted. 

(k)  The  order  of  June  26,  1953,  was  made  by 
this  Court  through  inadvertence  and  was  improperly 
presented  to  it. 

The  Court  makes  the  following  Conclusions  of 
Law: 

(a)  The  order  of  June  26,  1953,  is  invalid  on 
its  face  and  plaintiffs  are  entitled  to  have  the  said 
order  vacated.  [354] 

(b)  Rajonond  A.  Cook  is  not  entitled  to  appear 
in  this  action  as  amicus  curiae. 

(d)     The  defendants  are  deemed  to  have  con- 
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sented  to  the  granting-  of  the  plaintiffs'  said  motion 
to  vacate  the  order  of  dismissal  of  June  26,  1953. 

(d)  Justice  requires  that  the  motion  to  vacate 
be  granted. 

Now,  Therefore,  It  Is  Ordered  as  Follows: 

1.  Plaintiffs'  motion  dated  August  11,  1953,  to 
vacate  order  of  dismissal  dated  June  26,  1953,  is 
granted,  and  the  said  order  of  dismissal  dated 
June  26,  1953,  is  hereby  vacated;  except  that  the 
Court  does  not  vacate  that  part  of  the  order  quash- 
ing the  service  on  the  defendant  Howard  R.  Hughes. 

2.  Defendant  Howard  R.  Hughes'  motion  for 
his  attorney  Raymond  A.  Cook  to  appear  as  amicus 
curiae  is  in  all  respects  denied. 

Dated :     This  ....  day  of  December,  1953. 


District  Judge. 

Receipt  of  copy  acknowledged. 
[Endorsed]  :     Filed  October  20,  1954.  [355] 
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In  the  District  Coait  of  the  United  States,  Southern 
District  of  California,  Central  Division 

No.  14848-BH 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN,  Doing  Bnsiness  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 

Plaintiffs, 
vs. 

HOWARD  R.  HUGHES,  RKO  PICTURES  COR- 
PORATION, RKO  RADIO  PICTURES, 
INC.,  and  THE  CHASE  NATIONAL  BANK 
OF  THE  CITY  OF  NEW  YORK, 

Defendants. 

ORDER  VACATING  ORDER  DISMISSING 
ACTION 

On  the  26th  day  of  June,  1953,  the  above-entitled 
Court  made  and  entered  an  Order  in  the  above- 
entitled  action,  which  said  Order  in  part  reads  as 
follows : 

''It  is,  therefore.  Ordered  and  Decreed  that 
the  return  of  service  of  summons  as  to  the 
defendant,  Howard  R.  Hughes,  be  and  the  same 
is  hereby  quashed. 

''It  further  appearing  to  the  Court  l)y  the 
record  in  this  action  that  there  is  another 
action  pending  in  the  State  of  Nevada  in  which 
the   same   plaintiffs  herein   are   the   plaintiffs, 
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and  in  which  additional  necessary  defendants 
are  joined,  with  all  parties  properly  before  the 
Court ;  that  such  action  is  being  actively  prose- 
cuted before  that  Court;  and  that  the  relevant 
Nevada  Rules  of  Ci^dl  Procedure  are  [357] 
identical  with  the  Federal  Rules  of  Civil  Pro- 
cedure governing  actions  of  this  type. 

"It  is,  accordingly,  further  Ordered  and  De- 
creed that  this  action  be,  and  the  same  is  hereby 
dismissed  without  prejudice,  the  taxable  costs 
of  court  exclusive  of  attorneys'  fees  to  be 
adjudged  against  the  plaintiffs  in  the  within 
action." 

Thereafter,  and  on  August  11,  1953,  a  motion  was 
made  to  vacate  the  Order  insofar  as  it  purported 
to  dismiss  the  above-entitled  action,  and  said  motion, 
having  been  duly  argued  and  the  Court  being  fully 
advised  in  the  premises,  finds  and  determines  that 
that  portion  of  said  Order  dismissing  said  action 
was  inadvertently  made  and  entered,  and  that  it 
was  not  the  intent  of  the  Court  to  enter  any  Order 
dismissing  said  action.  i 

Now,  Therefore,  It  Is  Hereby  Ordered  that  that 
portion  of  said  Order  made  and  entered  herein  on 
June  26,  1953,  reading  as  follows : 

''It  further  appearing  to  the  Court  by  the 
record  in  this  action  that  there  is  another  action 
pending  in  the  State  of  Nevada  in  which  the 
same  plaintiffs  herein  are  the  plaintiffs,  and  in 
which     additional    necessary    defendants     are 
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joined,  witli  all  ])artioH  properly  before  the 
Court;  that  such  action  is  bein^  actively  prose- 
cuted before  that  Court;  and  that  the  relevant 
Nevada  Rules  of  Civil  Procedure  are  identical 
with  the  Federal  Rules  of  Civil  Procedure  ^ov- 
ernin^s^  actions  of  this  type. 

*'It  is,  accordingly,  further  Ordered  and  De- 
creed that  this  action  be,  and  the  same  is  hereby 
dismissed  without  prejudice,  the  taxable  costs 
of  court  exclusive  of  attorneys'  fees  to  be  ad- 
judi^ed  ao^ainst  the  plaintiffs  in  the  within 
action."  [358] 

should  be,  and  the  same  is  hereby  vacated  and  set 
aside,  and  that  the  remainder  of  said  Order,  read- 
ing as  follows: 

"It  is,  therefore,  Ordered  and  Decreed  that 
the  return  of  service  of  summons  as  to  the  de- 
fendant, Howard  R.  Hughes,  be  and  the  same 
is  hereby  quashed." 

shall  be  and  remain  in  effect. 

Dated:     Jan.  11,  1954. 

/s/  BEN  HARRISON, 

United  States  District  Judge. 

[Endorsed]  :     Filed  January  11,  1954. 

Judgment    docketed    and    entered    January    12. 
1954.  [359] 
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[Title  of  District  Court  and  Cause.] 

MOTION  TO  VACATE  IN  PART  ORDER 
ENTERED  JANUARY  12,  1954,  AND  FOR 
OTHER  RELIEF 

Plaintiffs  move  to  vacate  so  much  of  the  order 
herein  entered  January  12,  1954,  vacating  the  order 
of  June  26,  1953,  which  does  not  vacate  in  its 
entirety  the  order  of  June  26,  1953,  and  which 
grants  the  quashing  of  the  service  of  process  on 
the  defendant  Howard  R.  Hughes. 

Plaintiffs  move  to  set  aside  plaintiffs'  default  on 
the  said  defendant's  motion  to  quash  service  of 
process  on  him,  heard  June  8,  1953. 

Plaintiffs  move  in  the  alternative  for  the  appoint-  j 
ment  of  a  Special  Master  with  maximiun  powers, 
all  in  accordance  with  Rule  53  of  the  Federal 
Rules  of  Civil  Procedure,  to  investigate,  receive 
and  report  all  evidence,  and  make  findings  concern- 
ing the  residence  of  the  defendant  Howard  R. 
Hughes  and  the  [361]  allegations  of  Bernard  Reich 
set  forth  in  his  affidavit  submitted  herewith,  and 
including  but  not  limited  to  the  facts  and  circum-  ( 
stances  concerning  plaintiffs'  default  on  defendant 
Hughes'  motion  to  quash  service  and  the  purported 
removal  of  the  defendant  Hughes  from  the  State 
of  California  to  the  State  of  Nevada. 

The  grounds  of  the  said  motions  are  as  follows : 

1.  All  of  the  grounds  set  forth  in  Rule  60,  sub- 
division (b)  of  the  Federal  Rules  of  Civil  Pro- 
cedure, except  Reason  numbered  5  of  the  said  Rule. 
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2.  Tho  dcfniilt  of  tlio  plaintiffs  on  the  defend- 
ant Hn.ii^hos'  motion  to  qnasli  service  of  process  on 
liim  was  obtained  as  part  and  parcel  of  a  conspiracy 
and  collusive  agreements  to  deprive  this  Court  of 
jurisdiction  of  this  case  and  to  confer  jurisdiction 
on  the  state  court  of  Nevada. 

The  motions  will  be  based  on  the  following: 

1.  The  records  and  files  of  this  Court. 

2.  The  Notice  of  Hearing  herein. 

3.  Affidavit  of  Bernard  Reich  in  suppoit  of  the 
motions. 

4.  Plaintiffs'  Memorandum  of  Points  and  Au- 
thorities. 

Dated:     February  1,  1954. 

/s/BERNARD  REICH, 

Attorney  for  Plaintiffs.  [362] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  BERNARD  REICH  IN  SUP- 
PORT OF  MOTION  TO  VACATE  PART  OF 
ORDER  OF  JANUARY  12,  1954,  AND  FOR 
OTHER  RELIEF 

State  of  California, 
County  of  Los  Angeles — ss. 

Bernard  Reich  being  first  duly  sworn,  deposes 
and  says : 

1.  I  am  local  attorney  of  record  for  the  plain- 
tiffs in  the  above-entitled  action. 
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2.  (a)  Louis  Kipnis  and  Leo  B.  Mittelman, 
whose  address  is  111  Broadway,  New  York  6,  New 
York,  are  New  York  attorneys  who  appear  with  me 
as  attorneys  for  the  plaintiffs,  although  they  are 
not  licensed  to  practice  in  the  State  of  California 
and  have  not  been  admitted  for  the  purposes  of 
this  case. 

(b)  Donovan,  Leisure,  Newton  &  Irvine  of  2 
Wall  Street,  New  York  5,  New  York,  have  ap- 
peared in  this  action  as  attorneys  [378]  for  defend- 
ant RKO  Radio  Pictures,  Inc. 

(c)  Thomas  A.  Slack  of  7000  Romaine  Street, 
Hollywood  38,  California,  and  Raymond  A.  Cook 
of  Texas,  have  appeared  as  attorneys  for  the  defend- 
ant Howard  R.  Hughes. 

(d)  Mitchell,  Silberberg  &  Knupp  of  Los  An- 
geles, have  appeared  as  attorneys  for  the  defend- 
ant RKO  Radio  Pictures,  Inc. 

(e)  Robert  Silver  of  118  S.  Beverly  Drive, 
Beverly  Hills,  California,  has  purported  to  appear 
as  attorney  for  the  plaintiffs,  although  there  has 
been  no  substitution  of  attorneys. 

3.  On  Saturday,  December  13,  1952,  I  received  a 
telephone  call  from  New  York  from  Messrs.  Kipnis 
and  Mittelman  retaining  me  to  file  suit  in  behalf 
of  the  plaintiffs.  On  Monday,  December  15,  1952, 
I  filed  this  suit. 

4.  Mr.  Kipnis  had  previously  filed  a  similar  suit 
in  the  Supreme  Court  of  the  State  of  New  York 
and  there  was  pending  before  New  York  Supreme 
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Court  Justices  Henry  Clay  CIreenberff  Mr.  Kipnis' 
motion  for  tho  aj)pointm('nt  of  a  receiver. 

5.  On  December  26,  1952,  T  read  in  the  trade 
papers  and  learned  for  the  first  time  that  plain- 
tiffs had  filed  a  derivative  action  in  the  state  court 
in  Las  Vegas,  Nevada.  I  was  not  informed  by 
Messrs.  Kipnis  and  Mittelnian  of  their  intentions 
to  file  such  suit. 

6.  (a)  On  January  27,  1953,  a  local  trade  paper 
reported  that  the  motion  in  New  York  for  the  ap- 
pointment of  a  receiver  had  been  withdrawn.  At- 
tached to  my  affidavit  of  September  9,  1953,  and 
marked  Exhibit  "A"  is  a  true  copy  of  the  said 
article  purportino;  to  recite  the  proceedings  before 
Mr.  Justice  Greenberg. 

(b)  The  motion  for  the  a])])ointment  of  a  re- 
ceiver was  withdra^vn  in  New  York  not  only  with- 
out my  consent  but  without  [379]  my  knowledge 
or  prior  consultation. 

7.  I  have  caused  the  Nevada  complaint  to  })e 
compared  with  the  original  complaint  filed  herein, 
and  except  for  jurisdictional  allegations  the  two 
complaints  are  identical.  However,  the  amended 
complaint  in  this  action  introduced  many  additional 
issues.  Just  recently  the  Nevada  complaint  was 
amended  and  it  is  now  similar  to  the  complaint 
here  which  I  amended. 

8.  (a)  On  or  about  February  -1,  1953,  I  received 
a  notice  from  the  Couii:  that  the  action  had  ])een 
placed  on  the  calendar  })ursuant  to  Rule  16  for 
Monday,  February  9,  1953. 
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(b)  On  February  5,  1953,  I  Vv^rote  to  Judge  Har- 
rison asking  his  indulgence  until  I  had  an  oppor- 
tunity to  confer  with  New  York  counsel  personally 
in  New  York  City.  I  received  notice  from  the  clerk 
that  the  hearing  scheduled  for  February  9th  had 
been  continued  to  March  2,  1953. 

9.  I  was  in  New  York  from  on  or  about  Feb- 
ruary 11th,  1953,  to  February  18,  1953.  I  conferred 
with  New  York  counsel  in  my  room  at  the  Hotel 
Warwick.  What  took  place  at  this  conference  I 
told  this  Court  on  December  14,  1953.  I  hereby 
reaffirm  my  statements  to  the  Court  on  that  date 
under  oath  now. 

10.  At  that  conference  in  New  York  City,  New 
York  counsel  agreed  that  I  should  amend  the  com- 
plaint. I  so  informed  Judge  Harrison  on  March  2, 
1953. 

11.  (a)  The  amended  complaint  herein  was 
filed  on  March  4,  1953,  and  service  was  thereafter 
made  on  the  defendant  Howard  R.  Hughes  at  the 
Beverly  Hills  Hotel  and  on  RKO  Radio  Pictures, 
Inc.,  at  its  Los  Angeles  studio.  The  defendant  RKO 
Pictures  Corporation  refused  to  submit  to  process 
on  the  ground  that  it  was  not  doing  business  in 
California.  [380] 

(b)  The  defendant  RKO  Radio  Pictures,  Inc., 
was  served  not  only  with  process  but  mth  a  Notice 
of  the  Taking  of  the  Deposition  of  its  officer  and 
employee,  the  defendant  Howard  R.  Hughes. 

12.  With  respect  to  the  Nevada  action,  I  learned 
that  Mr.  Hughes  had  submitted  himself  to  the  juris- 
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diction  in  Nevada  as  did  llic  dcrcndant  RKO  Pic- 
tures Coi7)oratio]i,  notwithstanding-  it  did  no  more 
business  in  the  State  of  Nevada  than  it  did  in  the 
Stat(^  of  California.  I  learned  for  another  thin^ 
that  Nevada  has  no  security  law  such  as  may  be 
available  to  defendants  in  the  State  of  California. 
From  the  U.  S.  Marshal  I  learned  that  Mr.  Hughes 
had  purported  to  renounce  his  Beverly  Hills  resi- 
dence for  Las  Vegas,  Nevada,  apparently  between 
the  time  this  action  was  filed  and  the  complaint  was 
amended  and  served  at  the  Beverly  Hills  Hotel,  and 
shortly  before  he  accepted  service  of  process  in  the 
Nevada  action. 

13.  Messrs.  Kipnis  and  Mittelman,  by  letter  and 
by  telephone,  importuned  me  and  instructed  me  to 
withdraw  the  Notice  of  Mr.  Hughes'  deposition.  I 
told  them  that  the  deposition  was  necessary  on  the 
issue  of  any  application  for  security.  They  both 
assured  me  that  no  such  motion  w^ould  be  made  and 
if  made  they  would  consider  it  an  act  of  bad  faith 
and  that  I  would  then  be  free  to  notice  Mr.  Hughes' 
deposition.  I  complied  mth  their  request;  but  soon 
thereafter  was  served  wdth  two  sets  of  motion 
papers,  one  in  behalf  of  the  defendant  How^ard  R. 
Hughes  to  quash  the  service  on  him  on  the  ground 
that  he  was  not  at  the  time  of  purported  service  a 
resident  of  Beverly  Hills,  California,  bu.t  had  re- 
moved to  Las  Vegas,  Nevada.  The  second  was  a 
motion  in  behalf  of  the  defendant  RKO  Radio  Pic- 
tures, Inc.,  for  security  pursuant  to  the  Corpora- 
tions Law  of  the  State  of  California.  Mr.  Hughes' 
motion  to  quash  did  not  [381]  give  the  date  when 
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he  removed  to  Las  Vegas,  Nevada,  and  my  affidavits 
to  the  effect  that  Mr.  Hughes  did  not  purport  to 
renounce  his  Beverly  Hills  residence  until  after  this 
action  was  filed  have  not  been  denied. 

14.  Both  motions  were  made  returnable  April 
13,  1953;  I  noticed  Mr.  Hughes'  deposition  for 
April  9,  1953. 

15.  Again  Messrs.  Kipnis  and  Mittelman  impor- 
tuned me  to  withdraw  the  notice  of  Mr.  Hughes' 
deposition.  Not  wanting  to  be  a  part  of  any  plan 
to  deprive  this  Court  of  jurisdiction  and  to  convey 
that  jurisdiction  to  Nevada,  I  refused;  but  it  was 
agreed  not  only  by  New  York  counsel  but  by  de- 
fendants' counsel  here  that  Mr.  Hughes'  motion  to 
quash  process  would  go  over  to  April  27,  1953,  and 
RKO's  motion  for  security  would  go  over  to  June 
8,  1953. 

16.  On  April  20,  1953,  I  wrote  to  Mr.  Mittelman 
as  follows: 

''Air  Mail. 
''Special  Delivery. 

"Leo  B.  Mittelman,  Esq., 

"Ill  Broadway, 

"New  York  6,  New  York. 

"Re:    Castleman  v.  Hughes. 

"Dear  Leo: 

"There  is  nothing  in  my  letter  of  April  13th 
which  could  have  properly  provoked  your  tirade  of 
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April  16,  1953,  unless  you  were  prompted  by  some 
deep-rooted  feelin,c;s  of  your  own  wliicli  have  littlo 
or  notliiriG^  to  do  with  me. 

*'I  would  sugfi^est  that  you  don't  write  to  me  in 
this  fashion  ac^ain. 

"I  would  sugi^est  further  that  you  make  an  appli- 
cation to  substitute  me  out  of  the  case. 

''In  any  event  I  am  giving  consideration  to  laying 
the  entire  [382]  matter,  including  our  exchange  of 
correspondence,  before  Judge  Harrison. 

''A  fair  review  of  what  has  happened  is  as  fol- 
lows: 

''1.  You  retained  me  to  file  suit  in  California 
on  the  basis  of  a  minimum  of  10%  of  the  fees  re- 
ceived by  us  in  all  actions.  Additional  fees  to  me 
were  to  be  fixed  by  Bernie  Fischman. 

"2.  Without  consulting  me  or  apprising  me  of 
the  facts,  Kipnis  met  with  Hughes  and  Floyd 
Odium  at  the  Cochran  Ranch. 

''3.  You  filed  in  Nevada  and  Texas  without  dis- 
cussing same  with  me  and  without  my  knowledge. 

''4.  You  dropped  receivership  proceedings  in 
New  York  without  consulting  me  and  without  my 
knowledge. 

"5.  You  and  Kipnis  met  ^^'ith  me  in  my  hotel 
room  and  advised  me  that  the  defendants  had 
agreed  to  submit  to  tht^  jurisdiction  in  Nevada, 
where  there  was  no  law  regarding  security.    You 
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advised  me  that  you  had  a  satisfactory  understand- 
ing with  the  defendants  and  that  you  hoped  to  settle 
the  matter  in  Nevada  after  some  adversary  pro- 
ceedings. You  agreed  with  me  that  for  safety's  sake 
the  action  in  California  should  stand  by. 

"6.  Since  Judge  Harrison  had  already  had  me 
up  pursuant  to  Rule  16,  you  authorized  me  to  tell 
Judge  Harrison  that  I  would  file  an  amended  com- 
plaint and  serve,  which  is  what  Judge  Harrison 
insisted  on. 

"7.  Between  the  time  of  the  original  filing  and 
the  amended  complaint  filing,  Hughes  left  the  Bev- 
erly Hills  Hotel  for  Las  Vegas. 

'^8.  The  parent  company  refused  to  submit  to 
the  jurisdiction  here,  although  it  submitted  in 
Nevada. 

^'9.  Another  plaintiff  has  now  filed  in  the  fed- 
eral and  state  courts.  [383] 

^'10.  When  Guy  Knupp  and  I  appeared  before 
Judge  Harrison  to  put  over  Slack's  motion  to  vacate 
process  on  Hughes  to  June  8th,  the  same  date  as 
the  motion  for  security.  Judge  Harrison  stated  that 
he  was  looking  for  some  way  to  dismiss  the  action 
inasmuch  as  a  similar  action  was  filed  by  the  same 
plaintiffs  in  Nevada.  I  told  Judge  Harrison  that  I 
wanted  the  California  action  to  be  a  standby  action 
and  asked  him  that  if  we  could  keep  the  action 
quiescent  and  not  trouble  him  with  motions  whether 
he  would  not  keep  the  action.    He  didn't  directly 
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answer  mo,  ])iit  T  folt  confident  tliaf  if  tliis  could  be 
done  Judge  Harrison  would  coopei-aie. 

''11.  Referring  directly  to  your  letter  of  April 
lf)th: 

''(a)  With  respect  to  the  second  paragraph 
thereof:  Defendants'  motions  were  not  pi'ecipitated 
by  my  unilateral  decision  to  attempt  to  sei-ve  the 
defendants.  Judge  Harrison  insisted  on  service. 
All  our  prior  correspondence  did  not  refer  merely 
to  filing  an  amended  complaint  and  not  to  sei'ving 
same.  I  informed  you  that  I  was  going  to  serve.  I 
informed  you  further  that  Judge  Harrison  insisted 
that  I  serve. 

''(b)  With  respect  to  the  third  paragraph 
thereof:  I  don't  give  a  damn  that  the  motions  were 
evoked  by  my  attempted  service,  and  I  don't  care 
whether  you  control  or  don't  control  the  defendants 
or  their  counsel. 

"(c)  With  respect  to  the  fourth  paragi\aph 
thereof:  Kipnis  and  Slack  have  agreed  that  the 
motion  to  quash  Hughes'  service  shall  go  over  to 
June  8th.  The  court  has  agi-eed  that  the  matter 
shall  go  over  to  June  8th  and  I  will  appear  on 
April  27th  to  (effectuate  the  continuance.  [384] 

"(d)  With  respect  to  the  seventh  paragraph 
thereof,  page  3 :  I  answered  your  letter  of  January 
23rd  fully  by  indicating  the  amendments  to  the 
complaint  which  >-ou  a])proved,  and  which  were 
subsequently    })ut    in    as    the    amended    complaint. 
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What's  that  go  to  do  with  my  letter  of  April  8th 
concerning  a  deposition  of  Howard  Hughes? 

"(e)  With  respect  to  paragraph  fifteen  thereof: 
I  can  endure  any  reasonable  restraint,  but  I  will 
not  be  abused  by  you  or  deterred  from  what  I  think 
is  my  duty  in  this  case.  I  don't  understand,  further- 
more, what  you  mean  that  your  obligation  to  me 
will  survive  the  California  action. 

"  (f)  With  respect  to  paragraph  nineteen,  fourth 
paragraph  from  the  bottom  of  page  3 :  On  what  do 
you  base  your  belief  that  it  would  not  be  possible 
to  attach  Hughes'  personal  property  in  California? 

''(g)  With  respect  to  the  last  paragraph  thereof : 
You  say  that  you  do  not  wish  me  to  offer  any  resist- 
ance to  Hughes'  motion.  However,  how  about  the 
motion  for  security?  Have  you  forgotten  that  you 
once  told  me  that  the  motion  for  security,  if  made, 
would  be  in  bad  faith?  I  want  to  know  now  and  at 
the  same  time  what  your  instructions  are  regarding 
both  motions. 

''Now  get  this,  and  get  it  straight: 

"I  have  been  pushed  as  far  as  I  will  go.  When 
I  filed  this  complaint  I  put  my  honor  and  reputa- 
tion behind  it.  I  told  you  in  that  hotel  room  that 
I  consider  that  I  represent  76%  of  the  stock  and 
not  just  your  clients.  I  told  you  that  I  would  not 
stand  for  any  deal  with  Hughes  or  with  the  de- 
fendants which  was  not  fair  to  the  stockholders. 
Incidentally,  I  didn't  learn  until  [385]  very  recently 
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tliat  your  action  in  Nevada  was  not  in  the  federal 
court  but  in  the  state  court.   Why  i 

''The  more  1  tliink  of  it,  the  more  I  see  no  way 
out  than  to  take  the  entire  matter  up  with  Judge 
Harrison  and  obtain  his  instructions. 

"Very  truly  yours, 

'Vs/  BERNARD  REICH. 

''cc.  Bernard  J).  Fischman,  Esq." 

17.  On  April  22,  1953,  Mr.  Kipnis  wrote  me  as 
follows ; 

"Bernard  Reich,  Esq., 
"9441  Wilshire  Boulevard, 
"Beverly  Hills,  California. 

"Dear  Bernie: 

"Your  special  delivery  letter  of  the  20th  arrived 
today. 

"We  are  amazed  to  learn  that  despite  askinc:  for 
our  'orders'  you  do  not  see  fit  to  follow^  the  instruc- 
tions of  those  who  hired  you. 

"The  statements  contained  in  your  letter  are 
largely  not  statements  of  fact  and  are  not  in  accord 
wath  the  record.  Further,  your  allusions  to  matters 
extraneous  to  the  issue  before  Judge  Harrison  are 
groundless  and  I  do  not  propose  to  argue  them  with 
you  again.  Moreover,  they  are  beside  the  issue  as 
to  Avhether  to  contest  the  Hughes'  motion  to  quash 
the  attempted  service  upon  him. 

"I  am  sending  a   copy  of  this  letter  to  Judge 
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Harrison  and  all  adversary  counsel  since  you  seem 
to  be  considering  it. 

''The  chronology  of  litigation,  in  our  pursuit  of 
the  defendants  is  that  the  New  York  case  was  filed 
first;  the  California  case,  second,  and  the  Nevada 
case  third.  In  [386]  Nevada  (whose  Rules  of  Pro- 
cedure have  been  patterned  on  the  Federal  Rules) 
we  have  irrevocable  jurisdiction  over  all  necessary 
and  proper  parties.  In  Nevada,  we  are  confident 
we  will  have  a  full,  proper,  thorough  and  just  trial 
of  the  action. 

"In  point  of  fact  we  are  now  examining  hundreds 
of  documents  in  preparation  for  depositions  to 
commence  tomorrow  and  to  continue  from  day  to 
day.  Scheduled  for  examination  are  the  corporation, 
its  President,  Vice-President  and  General  Counsel 
and  three  directors  and  former  directors  living  here 
in  the  East. 

"We  are  convinced  that  the  attempted  service  on 
Hughes  is  not  good  and  that  his  motion  to  quash 
is  well  taken.  We  previously  told  you  about  our 
information  relative  to  his  non-residence. 

"In  view  of  the  foregoing,  even  if  it  were  pos- 
sible to  obtain  service  upon  Hughes,  we  would  not 
wish  to  accomplish  it  because  it  is  not  possible  to 
obtain  jurisdiction  over  all  other  proper  and  neces- 
sary parties,  as  we  have  in  Nevada. 

"It  is,  therefore,  our  recommendation  that  you 
devote  no  further  time  or  expense  to  attempt  to 
establish  the  contrary  to  what  we  now  know  to  be 
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the  fact,  immoly,  HuKlies'  I'csidence  in  Nevada. 

''We  consider  tliat  your  duty  as  local  counsel  to 
us  is  to  comply  with  our  request  with  respect  to 
the  motion  coming  on  to  be  heai-d  on  A[)ril  27,  1053. 

''Sincerely, 

"/s/  LOU. 
"LK:ms. 

"Copies  to: 

"Hon.   Ben   Harrison,   United   States   District 

Court,  Los  Angeles  California.  [387] 
"Tom  A.   Slack,  Esq.,   Mitchell,   Silberbertr  & 

Knupp,  P]sqs.,  6399  Wilshire  Boulevard,  Los 

Angeles  48,  California." 

18.  Prior  to  the  return  date  of  Mr.  Hughes' 
motion  to  quash  on  April  27,  1953,  however,  I  met 
with  one  of  the  attorneys  for  Mr.  Hughes  who 
agreed  that  the  motion  should  go  over  to  June  8th. 
This  was  approved  by  Judge  Harrison  on  April 
27th,  although  the  Court  referred  to  Mr.  Kipnis' 
letter  instructing  me  to  default.  My  duty  to  my 
clients  prevented  me  from  laying  the  entire  matter 
before  the  Court.  I  merely  stated  to  Judge  Har- 
rison that  there  was  a  difference  between  New  York 
counsel  and  myself  and  that  I  hoped  to  have  it 
resolved  before  June  8th. 

19.  In  the  meantime,  at  the  instance  of  Messrs. 
Kipnis  and  Mittelman,  on  May  22, 1953, 1  entered  into 
a  stipulation  with  Mr.  Guy  Knupp  of  Mitchell,  Sil- 
berberg  &  Knupi^,  and  Mr.  Roy  W.  McDonald  of 
Donovan,  Leisure,  Newton  &  Irvine,  attorneys  for 
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defendant  RKO  Radio  Pictures,  Inc.,  which  con- 
tinued the  motion  for  security  to  August  10,  1953, 
and  continued  Mr.  Hughes'  deposition  to  July  27, 
1953.  It  was  also  arranged  that  the  plaintiffs  would 
default  on  the  motion  to  quash  service  of  process 
on  Mr.  Hughes. 

20.  Pursuant  to  the  understanding  I  did  not 
appear  on  the  return  date  of  the  motion  to  quash 
the  service  of  process  on  Mr.  Hughes. 

21.  On  or  about  July  13,  1953,  I  conferred  with 
Mr.  Kipnis  in  my  office  and  had  dinner  mth  him 
and  my  wife  at  the  Miramar  Hotel  in  Santa  Monica. 
Our  entire  discussion  was  based  on  the  fact  that 
the  California  action  would  proceed  as  [388]  a 
standby  action. 

22.  This  conversation  took  place  with  Mr.  Kipnis 
notwithstanding  on  Jime  26,  1953,  with  the  consent 
of  Mr.  Kipnis  but  not  with  my  consent  or  knowl- 
edge this  action  was  dismissed.  I  had  known  noth- 
ing about  the  matter  since  the  default  on  June  8, 
1953;  but  on  July  14,  1953,  the  day  after  speaking 
to  Mr.  Kipnis,  I  received  a  telephone  call  from  an 
attorney  in  the  office  of  Mitchell,  Silberberg  & 
Knupp  who  asked  me  if  the  order  of  June  26th  had 
not  dismissed  the  action  against  all  of  the  defend- 
ants. He  thereupon  read  me  the  order  about  which 
I  learned  for  the  first  time. 

23.  By  motion  dated  August  11,  1953,  plaintiffs, 
by  your  deponent  as  their  attorney,  moved  to  vacate 
the  Order  of  Dismissal  made  and  entered  June  26, 
1953,  on  the  grounds  (1)  that  the  order  of  June  26, 
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lOf).'?,  piiT-portcd  to  afford  ivlicf  bnyond  lliat  wliicli 
was  ai)i)lied  for  hy,  and  was  different  in  kind  from 
the  demand  in,  the  motion  or  motions;  (2)  that  the 
said  order  purported  to  h(!  wider  in  scope  and 
afforded  relief  beyond  that  which  was  directed  hy 
minute  order;  (3)  that  the  defendants  failed  to 
comply  with  the  said  minute  ordei-  in  tliat  ])lain- 
tiffs'  attorneys  were  not  served  with  any  proposed 
order ;  (4)  that  the  defendants  did  not  comply  with 
Local  Rule  7(a),  and  (5)  that  justice  requires  the 
vacation  of  the  said  order. 

24.  Said  motion  was  ])ased  on  the  records  and 
files  of  the  Court,  the  Notice  of  Hearin.s:  dated 
August  11,  1953,  for  the  5th  day  of  October,  1953; 
Plaintiffs'  Memorandum  of  Points  and  Authorities 
dated  August  11,  1953,  all  duly  served  and  filed,  and 
my  Affidavit  which  was  to  be  filed.  Thereafter  I 
filed  my  affidavit  which  was  sworn  to  September  9, 
1953,  and  it  was  duly  served.  [389] 

25.  Thereafter  Raymond  A.  Cook,  an  attorney 
at  law  in  the  State  of  Texas,  and  theretofore  per- 
mitted by  this  Court  to  appear  in  this  action  on 
behalf  of  the  defendant  Hughes,  filed  a  motion  to 
appear  as  amicus  curiae,  and  in  support  thereof 
filed  an  affidavit  sworn  to  September  18,  1953. 
Thereafter  I  filed  a  reply  affidavit  sworn  to  October 
2,  1953,  which  was  duly  served. 

26.  Thereafter  Henry  Herzbrun  and  Robert 
Silver  filed  a  document  entitled  "Affidavit  of  Louis 
Kipnis  and  Leo  B.  Mittelman  in  Opposition  to 
Motion  to  Vacate  Order  of  Dismissal  Made  June 
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26,  1953,"  which  affidavit  was  sworn  to  September 
25,  1953,  and  in  which  said  Henry  Herzbrun  and 
Robert  Silver  designated  themselves  as  "Attorneys 
in  Opposition  of  Motion  to  Vacate  Order  of  Dis- 
missal Made  June  26,  1953."  I  filed  and  served  a 
reply  affidavit  sworn  to  October  1,  1953. 

27.  Thereafter  Roy  W.  McDonald  filed  his  affi- 
davit sworn  to  September  25,  1953,  to  which  I  re- 
plied by  an  affidavit  sworn  to  October  2,  1953. 

28.  On  October  5,  1953,  the  return  date  of  my 
motion,  I  appeared  for  the  plaintiffs;  Mitchell,  Sil- 
berberg  &  Knupp,  and  Donovan,  Leisure,  Newton 
&  Irvine  apiDeared  for  the  defendant  RKO  Radio 
Pictures  Corp. ;  Raymond  A.  Cook  appeared  as  pro- 
posed amicus  curiae;  and  Henry  Herzbrun 's  ap- 
pearance was  noted,  although  he  did  not  appear. 

29.  None  of  the  defendants  filed  any  memoran- 
dum of  points  and  authorities  or  any  memorandum 
pursuant  to  Local  Rule  3(d)  giving  reasons  why  the 
motion  of  the  plaintiffs  should  not  be  granted. 

30.  Mr.  Cook's  motion  to  appear  as  amicus 
curiae  was  denied  so  that  no  one  appeared  for  the 
defendant  Hughes.  [390] 

31.  The  Court  in  ruling  that  the  order  of  dis- 
missal should  be  vacated  stated  that  it  would  not 
set  aside  the  quashing  of  the  service  of  Mr.  Hughes, 
although  my  motion  was  to  set  aside  the  entire  order 
and  to  which  there  was  no  opposition  from  the 
defendant  Hughes. 

32.  I  was  induced  to  permit  Mr.  Hughes'  motion 
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on  Jiiiio  8,  195:^,  to  be  .G^ranted  by  default  hy  extrin- 
sic fraud,  part  of  a  plot  and  ronspirafy  to  doprive 
this  Court  of  jurisdiction  of  the  action  and  to  con- 
fer unlawfully  and  by  fraud  jurisdiction  oji  the 
Nevada  court. 

38.  The  default  on  June  8,  1958,  came  alx.iit  ns 
follows : 

On  May  5,  1953,  T  wrote  Messrs.  Kipnis  and 
Mittelman  as  follows: 

''Louis  Kipnis  and  Leo  B.  Mittelman,  Esqs., 

''Ill  Broadway, 

"New  York  6,  New  York. 

"Re:  Castleman  v.  Hus^hes, 
D.C.  Cal.  No.  14848-BH. 

"Dear  Lou  and  Leo: 

"I  assume  that  you  have  seen  this  month's  For- 
tune mas^azine  on  Howard  Hus^hes. 

"When  Leo  telephoned  me  April  26th  to  advise 
me  that  Slack  had  consented  to  continuing:  his  mo- 
tion to  June  8th  so  that  Leo  could  tallv  to  me  on 
the  subject  again,  I  expected  that  I  would  hear  from 
you  before  this  as  to  what  is  to  be  done  on  June  8th. 

"I  know  that  you  do  not  wish  me  to  oppose 
Slack's  motion  to  vacate  the  service  on  Hughes.  I 
still  do  not  know  what  your  wishes  ore  concerning 
the  motion  for  security. 

"As  I  told  Slack's  partner,  Cook,  I  do  not  want 
to  be  devoured  piecemeal.  T  told  him  that  if  he 
would  not  press  [391]  for  security  I  would  give 
consideration  to  consenting  to  the  motion  re  Hughes. 
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Neither  he  nor  you  have  given  me  any  answer  at 
all  on  this  question  of  security. 

"I  therefore  intend,  if  I  am  still  in  the  case,  to 
oppose  the  motion  for  security  on  June  8th.  To  do 
this  successfully  I  must  have  the  deposition  of 
Howard  Hughes.  I  intend  therefore  to  notice  the 
deposition  of  Howard  Hughes  for  some  reasonable 
time  prior  to  June  8th. 

''Naturally  in  this  deposition  I  will  inquire  into 
his  residence. 

"I  would  not  want  to  delay  serving  notice  of 
Hughes'  deposition  beyond  Monday,  May  11th. 

''I  would  appreciate  very  much  having  your 
^dews  and  instructions  by  the  last-mentioned  date. 

"I  think  also  that  we  should  get  our  own  house 
in  order  and  I  would  appreciate  very  much  your 
answering  my  letter  of  April  27,  1953. 

"Sincerely  yours, 

'7s/  BERNARD  REICH." 

On  May  7,  1953,  Mr.  Mittelman  wrote  me  as 
follows : 

"Bernard  Reich,  Esq., 
"9441  Wilshire  Boulevard, 
"Beverly  Hills,  California. 

"Dear  Bernie: 

"This  will  be  in  answer  to  your  letter  of  May  5, 
1953,  and  certain  previous  communications.  Indeed, 
after  discussing  the  entire  matter  with  our  mutual 
friend,  I  prepared  this  letter  limiting  it  to  the  pur- 
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j)oso  of  acc(!dino-  to  youi-  desiro,  frequently  ex- 
pressed, to  be  substituted  out  of  tlie  ease.  However, 
I  delayed  a  few  days  because  I  thought  it  advisable 
to  [392]  review  the  situation  to  satisfy  you  and, 
indeed,  myself  as  well,  that  this  outcome  was  in- 
evitable. It  is  regrettable  that  we  have  not  been 
able  to  hit  it  off,  but  frankly  T  cannot  see  that  we 
at  this  end  are  to  blame  for  the  pass  to  whi^-h  w«' 
have  come. 

"Our  interest  as  attorneys  in  the  RKO  situation 
goes  back  to  a  period  late  in  1949  when  we  were 
first  consulted  by  a  client  who  w\as  dissatisfied  at 
the  way  in  which  Hug^hes  was  acting  relative  to 
RKO.  As  a  matter  of  fact,  on  })ehalf  of  the  client 
we  were  in  communication  with  Lloyd  Wright  and 
Dietrich  on  the  w-arrant  matter  and  we  had  drafted 
a  complaint  in  1950  which  was  not  served  because 
our  client  decided  not  to  press  the  matter.  We  did 
nothing  affirmative  again  until  we  were  consulted 
by  clients  in  1952,  who  were  sufficiently  outraged 
to  order  us  to  sue.  After  the  suit  was  commence  d, 
we  heard  from  certain  other  members  of  the  bar 
that  they  too  had  been  thinking  of  suing  Hughes. 
In  any  event,  we  started  suit  in  New  York  on  the 
day  after  the  sale  of  the  Hughes'  stock  in  Septem- 
ber. Unfortunately,  however,  we  could  not  serve 
Hughes  in  this  jurisdiction. 

"We  next  resorted,  in  all  good  faith,  to  the  re- 
ceivership application.    And  yet,  with  all  the  ])ub- 
«|  licity   attendant   upon    this,    no    other    suits    were 
started  anywhere  by  anyone  before  April  of  1953. 
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''For  your  information,  no  RKO  shareholder 
came  forward  in  support  of  the  receivership  appli- 
cation. As  a  matter  of  fact,  the  only  person  who 
did  show  up  was  I.  J.  Kresel,  Esq.,  one  of  the  most 
eminent  New  York  lawyers  who  on  behalf  of  the 
largest  single  shareholder  of  RKO,  opposed  the 
receivership.  In  the  face  of  this  opposition  and  the 
applications  for  adjournment  supported  by  Disney 
and  Goldwyn  counsel,  Lou's  was  a  lone  voice  crying 
in  the  wilderness.  [393] 

"In  this  posture  Lou  wrote  to  Charles  Allen, 
Louis  B.  Mayer  and  Floyd  Odium  with  a  view  to 
get  them  to  step  in  and  lend  a  measure  of  confidence 
to  the  Company.  Allen,  an  aggressive  Wall  Street 
underwriter,  sent  back  word  that  he  would  not 
touch  RKO  with  a  ten-foot  pole.  Mayer  did  not 
even  respond.  Odium,  disclaiming  any  interest  in 
getting  back  in  the  company,  was  nevertheless  suf- 
ficiently interested  through  the  Atlas  holdings  in 
RKO  to  listen  to  Lou  in  his  efforts  at  avoiding 
more  unfaA^orable  publicity  and  damage  to  the  Cor- 
poration during  the  pendency  of  the  suit. 

''All  of  this  took  place  before  we  wrote  you  in 
December  to  ask  you  to  act  as  our  local  counsel  for 
a  'standby'  action.  Thereafter  and  around  Christ- 
mas time  you  wrote  'Don't  worry  about  me,  this  is 
your  show.'  We  assumed  that  you  meant  it  and 
that  you  meant  it  when  you  said  further  'I  did  not 
call  you  because  I  did  not  trust  your  good  faith 
*  *  *.'  Yet  from  that  day  forward,  we  have  had 
a  continuing  flow  of  letters  which  not  only  impliedly 
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impugned  our  KO(*d  Faitli  ))ut  wliidi  are  expressly 
accusatory.  Finally  on  April  20  you  suggested  that 
we  'substitute  (you)  out  of  the  case/  and  on  April 
27  you  wrote  that  you  would  'like  everything  settled 
])etween  us  within  the  next  ten  days.' 

*'Your  attitude,  it  seems,  stems  from  an  idea 
which  you  have  and  which  we  have  })('en  unsuccess- 
ful in  changing  that  there  is  something  indeed 
'suspect'  about  the  action  commenced  by  us  in 
Nevada  because  of  the  willingness  of  the  defendants 
to  appear  there  and  not  to  appear  either  in  New 
York  or  California. 

''And  yet  there  should  be  and  there  is  no  mystery 
about  this.  Our  pursuit  of  Hughes  was  relentless. 
Lou's  letters,  looking  for  an  RKO  savior,  brought  a 
meeting  with  Odium.  At  Odium's  invitation  Lou 
met  with  Tom  Slack,  Hughes'  attorney,  at  [^^4] 
Mr.  Odium's  ranch  in  Indio,  California.  Odium  did 
not  doubt  for  one  moment,  nor  indeed  did  ]\Ir. 
Slack  that  there  had  to  be  an  ultimate  determina- 
tion of  the  issues  raised  by  our  action.  Odium's 
position  as  peacemaker  was  that  he  would  like  to 
see  as  speedy  a  determination  of  the  issues  as 
possible. 

"Slack  took  the  view  throughout  that  Hughes 
would  not  submit  to  jurisdiction  in  California  come 
what  may,  but  that  he,  Hughes,  would  not  avoid 
service  in  Nevada,  his  intended  and  actual  resi- 
dence, and  would  appear  there. 

"It  must  be  clearly  understood  that  other  than 
this  agreement  for  Hughes'  appearance  in  Nevada, 


156  Eli  B.  Castleman,  et  al., 

no  other  a^eement  of  any  kind  was  made.  That 
is  not  to  say  that  the  parties  did  not  see  the  possi- 
bility of  a  settlement  of  litigation  since  all  lawyers, 
if  they  are  sensible,  appreciate  that  at  some  point 
in  a  litigation  such  a  result  is  possible  and  advisable. 
It  is  my  understanding  that  Mr.  Slack,  following 
his  conversation  with  Lou  and  Mr.  Odium,  and  after 
Lou  had  gone  to  Las  Vegas  to  study  the  situation 
there  and  to  commence  action  (if  satisfied  that  that 
would  be  beneficial)  got  in  touch  with  counsel  for 
RKO  and  explained  to  them  the  entire  situation, 
in  consequence  of  which  the  corporation  also,  in  the 
interests  of  a  speedy  determination  of  the  issues, 
appeared  in  the  Nevada  action. 

'*So  much  for  the  background  of  Lou's  arrange- 
ments with  respect  to  appearances  and  expedition. 

"You  intimate  that  Lou  had  no  business  meeting 
with  Mr.  Odium  and  Mr.  Slack  without  'apprising 
(you)  of  the  facts'  and  yet  you  admit  that  I  ad- 
vised you  several  months  ago  on  the  telephone  of 
the  fact  of  Lou's  presence  at  Odium's  ranch. 

"You  ask  for  specificity  relative  to  Lou's  state- 
ment of  lack  of  accuracy  in  your  various  recitals 
of  'fact.'    The  previous  [395]  paragraph  is  a  good 

jumping-off  point ;  here  are  some  others.  y 

\ 

"(1)     Neither  Lou  nor  I  ever  met  Hughes  any- 

w^here,  any  place,  any  time. 

"(a)  No  action  was  ever  started  by  us  in  Texas 
or  any  other  place  except  as  above. 

"(3)     We  never  told  you  we  had  a  deal,  any- 
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wlieres,  any  time,  any  place  and  never  said  any- 
thin^^  in  the  New  York  hotel  room  which  adds  \\\) 
to  your  '#5'  of  your  letter  of  Aj)ril  20.  We  went 
no  further  than  to  say  that  we  hoped  that  after  a 
full  and  complete  examination,  we  mi^ht  reach  a 
settlement — the  ambition  of  any  lawyer. 

'^(4)  As  to  '#8'  of  this  same  letter.  Sec.  1695 
of  Title  28,  U.S.C.,  was  always  available  to  us,  any- 
where, any  time  and  any  i)lace. 

"We  have  never  done  or  said  anything  to  merit 
your  violent  expressions  against  us  and  because  of 
their  utter  groundlessness,  as  this  and  our  prior 
letters  have  established,  we  must  accede  to  your 
request  that  you  be  relieved  as  local  counsel  in 
California. 

"If  the  form,  which  you  sent  us  when  you  wanted 
to  be  substituted  as  co-counsel  with  Lou  in  place  of 
Lou  alone,  in  the  New  York  case,  is  satisfactory, 
we  will  prepare  it  and  insert  the  name  of  substituted 
counsel  and  forward  it  to  you  for  use  in  California. 

"In  view  of  the  foregoing,  we  want  you  to  do 
nothing  further  in  this  case  and  we  want  you  to 
consider  yourself  relieved  of  any  position  in  this 
case.  Whatever  authority  we  have  heretofore 
granted  to  you  is  hereby  revoked  and  cancelled. 

"Sincerely  yours, 

"/s/  LEO. 

"LBM:ms.  [396] 

"P.S.  Since  you  have  not  given  us  any  facts  in 
your  exchisive  possession,  we  feel  that  no  possible 
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prejudice  can  accrue  to  you  on  that  score. 

On  May  11,  1953,  I  wrote  Mr.  Mittelman  as 
follows : 

''Leo  B.  Mittelman,  Esq., 

''Ill  Broadway, 

"New  York  6,  New  York. 

"Re:  Castleman  v.  Hughes, 
No.  14848-BH. 
"Dear  Leo: 

"I  have  your  letter  of  May  7,  1953. 

"In  my  letter  of  May  5th,  to  which  you  allege 
yours  is  a  response,  I  wrote: 

"  'As  I  told  Slack's  partner.  Cook,  I  do  not  want 
to  be  devoured  piecemeal.  I  told  him  that  if  he 
would  not  press  for  security  I  would  give  consid- 
eration to  consenting  to  the  motion  re  Hughes. 
Neither  he  nor  you  have  given  me  any  answer  at 
all  on  this  question  of  security.  . 

"  'I  therefore  intend,  if  I  am  still  in  the  case,  to 
oppose  the  motion  for  security  on  June  8th.  To  do 
this  successfully  I  must  have  the  deposition  of 
Howard  Hughes  for  some  reasonable  time  prior  to 
June  8th.' 

"In  my  letter  of  April  27th  I  wrote: 

"  'My  question  to  you  still  is  what  is  to  happen 

to  both  motions  on  June  8th?   Also,  whether  I  am 

free  to  oppose  the  motion  for  security  on  June  8th 

with  all  the  proper  means  available  to  me?'  [397] 
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"How  your  letter  of  May  7th  eonstitutes  an  an- 
swer to  my  letters  is  ))eyond  me. 

*'Is  it  that  you  do  not  wish  to  oppose  either 
motion  ? 

*'I  gather  from  your  letters,  every  one  of  them, 
that  you  do  not  recall  everything  you  said  to  me 
in  December  when  Lou  was  in  California,  or  what 
was  said  to  me  in  my  New  York  hotel  room  in  the 
presence  of  Bernie. 

"In  any  event  whether  it  be  before  Judge  Green- 
berg,  Chief  Judge  Yankwich  or  Judge  Harrison,  in 
New  York,  in  California  or  in  Nevada,  in  this  action 
or  any  other  action  or  proceeding,  I  intend  to  fulfill 
my  sw^orn  duty  to  the  courts  and  to  the  RKO  stock- 
holders. 

"To  go  back  to  just  one  thing:  Soon  after  the 
Cochran  Ranch  conference,  Lou  was  intimating  that 
the  receivervship  would  not  be  pressed.  Then,  on 
January  26,  1953,  Lou  apparently  told  Judge  Green- 
berg  that  since  the  RKO  ])oard  had  been  recon- 
stituted (that  is,  resumption  of  Hughes'  control), 
Lou  was  withdrawing  the  receivei^hip  application. 

"Like  the  matter  of  the  Cochran  Ranch,  you  did 
not  tell  me  of  the  mthdrawal  of  the  application 
until  after  it  was  done. 

"I  told  you  then  that  this  w^as  wrong  and  made 
no  sense. 

"Now  Fortune  (page  123)  states: 

"  'The  ironic  aspect  of  this  whole  affair  is  that 
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the  syndicate  by  its  very  eagerness  to  make  a  fast 
buck,  might  haA^e  been  a  distinct  improvement  over 
the  sort  of  management  RKO  has  had  in  the  past 
five  years.' 

*'As  to  substitution,  you  say  nothing  in  your 
letter  of  my  fees  or  the  costs  which  I  have  expended. 
The  form  of  substitution  which  I  sent  you  in  more 
peaceful  days,  and  which  involved  a  different  situ- 
ation entirely  is  of  course  not  applicable  [398]  here. 

"Please  therefore  advise  the  terms  of  substitution 
which  you  wish  me  to  consider. 

'^In  the  meantime,  and  so  that  there  will  be  no 
prejudice  to  the  clients,  I  am  noticing  Hughes' 
deposition  w^hich  will  be  absolutely  necessary  if  you 
wish  to  oppose  the  motion  for  security  on  June  8th. 

''I  am  noticing  the  deposition  for  May  28,  1953. 
This  will  give  you  sufficient  time  to  effectuate  a  sub- 
stitution and  withdraw  the  notice  if  you  still  wish 
to  do  so.  In  this  way  the  clients  will  be  protected, 
in  case  they  want  to  oppose  the  motions  on  June 
8th,  and  "will  not  be  prejudiced  by  me  if  you  do  not 
want  to  oppose  them. 

"Incidentally  I  assume  by  your  postscript  that 
you  acknowledged  my  right  to  file  for  other  stock- 
holders— although  you  misunderstood  my  reference 
to  other  facts. 

"Sincerely  yours, 

"/s/  BERXARD  REICH." 

On  May  13, 1953,  Mr.  Kipnis  wrote  me  as  follows : 
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''Bernard  Reich,  Esq., 
''9441  Wilshire  Boulevard, 
"Beverly  Hills,  California. 

"Dear  Bernie: 

"Leo  has  been  in  Montreal  since  yesterday  and 
won't  be  here  before  Friday. 

"In  his  May  7th  letter,  he  stated  that  we  'want 
you  to  do  nothing  further  in  this  case  and  we  want 
you  to  consider  yourself  relieved  of  any  position  in 
this  case.  Whatever  authority  we  have  heretofore 
granted  to  you  is  hereby  revoked  and  [399]  can- 
celled.' 

"This  seemed  to  be  a  clear  answer  to  your  in- 
quiries as  to  what  you  are  to  do,  that  is,  to  do 
nothing  to  oppose  either  motion.  We  told  you  so 
most  explicitly  by  letter  of  April  16,  1953.  The 
letter  also  told  you  that  a  substitution  was  foi*th- 
coming — which  it  is. 

"I  don't  want  to  be  in  the  position  of  answering 
a  letter  addressed  to  Leo,  so  please  consider  this 
merely  as  a  stop-gap  reply  conveying  the  news  of  a 
su])stitution  having  been  dispatched  out. 

"Sincerely  yours, 

"/s/  LOU. 
"LK:ms." 

On  May  15,  1953,  I  wrote  Mr.  Kipnis  as  follows : 
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^' Louis  Kipnis,  Esq., 
''Ill  Broadway, 
''New  York  6,  N.  Y. 

"Re:  Castleman  v.  Hughes. 

"Dear  Lou: 

"I  have  your  letter  of  May  13,  1953. 

"You  say  in  substance  that  by  letter  of  April  16, 
1953,  you  told  me  to  do  nothing  to  oppose  either 
motion. 

"I  have  reread  that  letter  very  carefully  and  find 
only  that  Leo  told  me  to  offer  'no  resistance  what- 
ever to  the  motion  being  made  by  Hughes'  counsel 
to  quash  service.' 

"All  of  my  previous  correspondence  referred  to 
both  motions. 

"After  receipt  of  your  letter  of  April  16th,  and 
on  April  20,  1953,  I  wrote  Leo  in  part  as  follows 
(page  3): 

"  'You  say  that  you  do  not  wish  me  to  offer  any 
resistance  to  Hughes'  motion.  However,  how  about 
the  [400]  motion  for  security?  Have  you  forgotten 
that  you  once  told  me  that  the  motion  for  security 
if  made,  would  be  in  bad  faith?  I  want  to  know 
now  and  at  the  same  time  what  your  instructions 
are  regarding  both  motions.' 

"Your  letter  of  April  22,  1953,  again  only  re- 
ferred to  the  motion  to  quash. 

"On  April  27,  1953,  I  wrote  you  as  follows: 

"  'My  question  to  you  still  is  what  is  to  happen 
to  both  motions  on  June  8th?   Also,  whether  I  am 
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free  to  oj)])os(;  the  motion  i'or  security  on  June  8th 
with  all  the  propei*  means  availal)le  to  me?' 

''On  May  5,  195:3,  T  wrote  to  both  of  yrni  in  part 
as  follows: 

''  'I  therefore  intend,  if  T  am  still  in  the  ease,  to 

oppose  the  motioii  for  seenrity  on  June  8th.' 

"There  is  nothinii^  in  Leo's  letter  of  May  Ttli 
which  says  directly  that  the  motion  for  security 
should  not  be  op])osed.  True,  you  attempt  to  fire 
me  and  instruct  me  to  do  nothing  in  the  case.  Does 
that  mean  that  the  motion  for  security  will  not  be 
opposed  on  June  8th ?  Who  are  you  kidding? 
You're  trying  to  fire  me  so  that  the  motion  for 
security  on  June  8th  will  not  be  opposed. 

''I  don't  know  why  you  are  so  squeamish  about 
answering  a  letter  addressed  to  Leo.  You  and  Leo 
have  been  interchanging  answers  right  along.  I  take 
it,  however,  that  on  the  question  of  the  terms  of 
substitution,  that  is  with  respect  to  my  fee  and 
costs,  you  are  leaving  that  to  Leo  just  because  my 
letter  of  May  11th  was  addressed  solely  to  Leo. 

''One  good  piece  of  advice  without  charge:  [401] 

"If  the  motion  for  security  returnalile  on  June 
8,  1953,  is  not  opposed,  and  there  is  no  question  in 
my  mind  that  not  only  should  it  be  opposed  but 
that  it  can  be  successfully  opposed,  you  and  Leo 
leave  yourselves  open  to  a  charge  of  malpractice  to 
say  the  very  least. 

"Sincerely  youi^s, 

"BERNARD  REICH." 
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On  May  18,  1953,  Mr.  Mittelman  wrote  me  as 
follows : 

''Bernard  Reich,  Esq., 
''9441  Wilshire  Boulevard, 
"Beverly  Hills,  California. 

"Dear  Bernie: 

"In  answer  to  your  letter  of  May  15,  1953. 
"Re:  Terms  of  Substitution. 

"Our  agreement  was  that  in  consideration  of 
your  acting  as  our  local  counsel  in  the  California 
action,  you  would  receive  not  less  than  10%  of  all 
the  fees  we  might  be  awarded  in  our  several  actions. 
In  the  event  of  services  performed  by  you  in  excess 
of  those  anticipated,  it  was  agreed  that  Bernie 
Fischman  would  determine  whether  and  to  what 
extent  you  were  to  receive  any  additional  sum. 

"In  our  letter  of  April  16,  1953,  we  stated  'Our 
obligation  will  survive  the  California  action.'  By 
that  we  meant  that  regardless  of  the  disposition  of 
the  California  action,  we  intended  to  and  would 
honor  our  agreement  with  you.  In  short,  please 
accept  this  letter  as  meaning  that  by  stepping  out 
of  the  action  your  rights  with  respect  to  our  ar- 
rangements regarding  fees  and  costs  will  not  be 
prejudiced. 

"Re:  Motion  for  Security. 

"It  was  not  our  intention  to  let  the  'security' 
motion  [402]  go  by  default.  When  we  wrote  asking 
you  to  do  nothing,  it  meant  just  that — we  did  not 
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want  you  to  do  ariytliintj:  afTirmativo  but  that   w(» 
would. 

''As  Stop  One,  we  arc  stij)ulatin,ii:  to  a  simul- 
taneous adjournment  of  the  security  motion  plus 
the  notice  of  taking  of  deposition  of  Hughes,  all 
subject  to  Court  approval  and  without  prejudice. 

''Therefore,  if  the  stipulation  adjourninp:  the 
'security'  motion  and  the  deposition  come  in  before 
you  are  formally  substituted,  won't  you  please  si^ 
it.  If  it  comes  in  after  you  are  substituted,  then, 
of  course,  we  will  have  Herzbrun  sisrii  it,  and  we 
have  so  written  him. 

"Sincerely  yours, 

"LEO. 
"LBM:ms." 

On  May  19,  1953,  I  wrote  Mr.  Mittelman  as 
follows : 

"Leo  B.  Mittelman,  Esq., 

"Ill  Broadway, 

"New  York  6,  New  York. 

"Re:  Castleman  v.  Hughes, 
B.C.  Cal.  14848-BH. 
"Dear  Leo: 

"I  have  your  letter  of  May  18th  and  I  have  talked 
to  Henry  Herzbrun  again  today. 

"Regarding  the  terms  of  substitution,  I  accept 
your  understanding  with  respect  to  the  10%,  and  I 
waive  any  further  fees  so  that  Bernie  Fischman 
need  not  make  any  determination. 

"On  the  other  hand,  I  wish  to  have  my  costs  paid 
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now.  Not  including  the  unposted,  disbursements 
which  may  go  back  [403]  a  month  or  two  (because 
of  my  setup  here)  they  amount  to  $143.69. 

''I  consider  myself  to  be  wrongfully  discharged 
and  entitled  to  insist  on  a  fixed  fee  and  payment  of 
my  costs  at  this  time.  However,  because  of  Bernie 
Fischman  I  would  waive  that  right  providing  my 
costs  are  paid. 

"I  would  also  like  a  commitment  from  you  that 
you  will  press  in  Nevada  the  charges  I  made  here 
in  California.  Incidentally,  should  you  want  my 
evidence  and  my  help  in  this  connection  I  gladly 
offer  it  to  you,  in  which  case  we  can  leave  it  to 
Bernie  to  decide  any  additional  compensation. 

"I  suggest  further  that  you  prepare  a  letter 
agreement  which  I  can  file  with  the  defendants  in 
New  York,  Nevada  and  California. 

"Regarding  the  motion  for  security,  I  will  of 
course  sign  the  stipulation  adjourning  the  security 
motion  and  the  deposition  if  the  substitution  does 
not  come  in  in  the  meantime.  This  is  precisely  what 
I  have  been  pleading  for  these  many  weeks.  Had 
you  clarified  this  matter  along  these  same  lines  some 
time  ago  there  would  have  been  no  need  of  the 
substitution. 

'Must  what  was  it  that  changed  the  minds  of  the 
defendants  ? 

"In  any  event  I  wish  you  good  luck  and  success 
in  Nevada. 

"Sincerely  yours, 

"/s/  BERNARD  REICH." 
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?A.  The  stipulation  refcrrod  to  in  tlie  last  two 
letters  reprodueed  above  eanie  in  on  Afay  22,  195.3. 
I  signed  it.  As  already  indicated  it  provided  that 
the  defendant  RKO's  motion  for  security  be  con- 
tinued to  An.2:ust  10,  1953,  and  that  Mr.  Hnprhes 
would  give  his  deposition  in  my  office,  su})ject  [401] 
to  applications,  on  July  27,  1953. 

35.  I  had  no  reply  from  Mr.  Mittelnian  to  my 
letter  of  May  19,  1953,  when  I  wrote  him  on  June 
26,  1953,  as  follows : 

"Leo  B.  Mittelman  and  Louis  Kipnis,  Esqs., 

"Ill  Broadway, 

"New  York  6,  New  York. 

"Re:  Castleman  v.  Hu2:hes, 
B.C.  Cal.  14848-BH. 

'  ^  Gentlemen : 

"I  still  do  not  have  a  reply  to  my  letter  of  May 
19,  1953. 

"Today  I  learned  for  the  first  time  that  at  the 
instance  of  Mr.  Herzbrun  subpoenaes  were  issued 
calling  for  the  depositions  of  Bore  Schary,  N.  Peter 
Rathvon,  Jerry  Wald,  Norman  Krasna,  Sid  Rogell, 
Sam  Bischoff,  Jack  Skirball  and  Frank  Ross  in 
connection  with  the  Nevada  action. 

"I  consider  these  steps  as  in  breach  of  our  rela- 
tionship and  moreover  not  in  the  liest  interests  of 
the  clients. 

"I  could  have  approached  these  men  and  would 
have  made  them  friendly  witnesses  instead  of  the 
hostile  witnesses  they  now  will  be. 
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^'I  think  you  will  find  that  before  you  actually 
take  these  depositions  you  will  go  through  all  the 
work  and  trouble  which  you  wish  to  avoid  in  con- 
nection with  Hughes,  and  about  which  you  lec- 
tured me. 

"Not  having  heard  from  you  in  response  to  my 
letter  of  May  19,  and  in  view  of  the  present  circum- 
stances, I  withdraw  my  waiver  of  any  further  fees 
mentioned  in  my  said  letter. 

''Please  prepare  and  forward  to  me  an  agreement 
of  substitution. 

"If  I  do  not  hear  from  you  within  the  week,  1 
shall  feel  free  to  act  in  any  way  necessary  to  pro- 
tect my  interests.  [405] 

"Very  truly  yours, 

"/s/  BERNARD  REICH. 

"cc:  Bernard  D.  Fischman,  Esq., 
Henry  Herzbrun,  Esq. 

"P.S.  My  total  disbursements  up  to  date  are 
$262.05. 

"BR." 

On  the  very  day  I  wrote  the  letter  this  Court,  at 
the  instance  of  plaintiffs'  New  York  counsel  and 
the  defendants'  counsel,  and  without  my  knowledge 
or  consent,  signed  the  order  of  dismissal  presented 
to  it  by  the  said  attorneys. 

On  December  14,  1953,  Judge  Harrison  stated  of 
this  order: 


vs.  Uotvard  Hughes,  etc.,  et  al.  1  GO 

''The  Court:  I  am  refcn-in^-  lo  IIk;  order  wliieh 
was  dismissed,  I  tliink,  incorrectly  and  which  was 
unfairly  presented  to  the  Court."  [Page  34,  lines 
2-4.] 

36.  It  is  clear  that  pkiintiffs'  New  Voi'k  lawyers 
and  defendants'  were  overanxious  in  depriving  this 
Court  of  its  jurisdiction.  As  the  exchange  of  letters 
indicate  I  was  willing  to  let  INfr.  Hughes'  motion  to 
quash  go  by  default  on  condition  that  the  motion  for 
security  be  opposed  and  that  the  California  action 
which  was  filed  prior  to  the  Nevada  action  would 
at  least  remain  as  a  standby  action.  T  was  assured 
of  this  by  the  direct  rejjresentations  of  plaintiffs' 
New  York  counsel  and  by  tlie  stipulation  entered 
into  l)y  defendants'  counsel  in  connection  with  the 
motion  for  security  and  the  deposition  of  ^[r. 
Hughes. 

37.  I  would  not  have  defaulted  on  June  8th  on 
Mr.  Hughes'  motion  to  quash  service  on  liim  had 
I  not  relied  on  the  aforesaid  representations  and 
stipulation.  Moreover  I  am  convinced  that  [406] 
Mr.  Hughes  is  a  resident  of  California.  I  have  been 
informed  by  an  investigator  that  Mr.  Hughes  still 
maintains  a  residence  in  Beverly  Hills  and  in  recent 
months  has  spent  a  great  deal  of  his  time  here. 

38.  In  their  Amended  and  Sup])lemontal  Com- 
plaint filed  in  Las  Vegas,  Nevada,  on  December  22, 
1953,  plaintiffs   allege,   Paragraph   II,   subdivision 

(e)  ''Defendant  Howard  R.  Hughes  is  the  princijial 
stockholder   of   Hughes   Tool   and   purports   to   be 
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domiciled  in  Texas  but  resides  in  Texas,  Nevada 
or  California." 

39.  In  his  answer  filed  in  Las  Vegas,  Nevada, 
on  December  31,  1953,  Mr.  Hughes  states:  "Answer- 
ing the  allegations  contained  in  Paragraph  II  (e), 
this  defendant  admits  the  same." 

40.  I  respectfully  incorporate  by  reference  all 
my  affidavits  heretofore  made  and  on  file,  including: 

(a)  Affidavit  of  Bernard  Reich  in  Support  of 
Motion  to  Vacate  Order  of  Dismissal,  sworn  to 
September  9,  1953. 

(b)  Reply  Affidavit  of  Bernard  Reich  in  Oppo- 
sition to  Motion  and  Affidavit  of  Raymond  A.  Cook 
as  Amicus  Curiae,  sworn  to  October  2,  1953. 

(c)  Reply  Affidavit  of  Bernard  Reich  to  Affi- 
davit of  Louis  Kipnis  and  Leo  B.  Mittelman,  sworn 
to  October  1,  1953. 

(d)  Reply  Affidavit  of  Bernard  Reich  to  Affi- 
davit of  Roy  W.  McDonald,  sworn  to  October  2, 
1953. 

(e)  Affidavit  of  Bernard  Reich  in  Support  of 
Motion  for  the  Appointment  of  a  Special  Master, 
sworn  to  November  13,  1953. 

(f )  Affidavit  of  Bernard  Reich  in  Reply  to  Affi- 
davit of  Louis  Kipnis,  sworn  to  November  27,  [407] 
1953. 

41.  I  charge  the  defendants  and  plaintiffs'  New 
York  counsel  with  collusion  in  submitting  the  action 
to  the  Nevada  court. 
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42.  I  chai'oe  the,  defendant  Howard  R.  Hu^^hes 
with  purportinj^^  to  remove  hinnsclf  from  tliis  juris- 
diction and  to  Las  Ve.£,^as,  Nevada,  after  the  com- 
mencement of  this  action  and  before  the  commence- 
ment of  the  Nevada  action  as  part  and  paicd  of  a 
plan  to  deprive  this  Court  of  jurisdiction  .-md  to 
confer  jurisdiction  to  the  State  of  Nevada. 

43.  I  charge  plaintiffs'  New  York  counsel  witli 
failing  to  truly  represent  the  stockholders  of  RKO 
in  this  action  and  charge  further  that  the  proceed- 
ings in  Nevada  are  not  truly  adversary. 

44.  I  charge  plaintiffs'  New  York  counsel  with 
the  responsibility  of  plaintiffs'  default  on  Mr. 
Hughes'  motion  to  quash  service  on  him,  and  I 
charge  further  that  this  default  was  part  and  parcel 
of  the  plan  and  determination  between  plaintiffs' 
New  York  counsel  on  the  one  hand  and  defendants 
to  deprive  this  Court  of  jurisdiction  and  to  confer 
jurisdiction  on  the  Nevada  court. 

45.  I  charge  defendants,  plaintiffs'  New  York 
counsel,  and  others  with  a  plan,  scheme  and  deter- 
mination to  abandon  the  California  action,  to  have 
it  dismissed  without  my  knowledge  and  consent,  and 
as  part  of  the  over-all  plan  to  deprive  this  Court 
of  jurisdiction. 

46.  I  charge  the  defendants  and  plaintiffs'  New 
York  counsel  with  complete  disinterest  and  indiffer- 
ence to  the  rights  and  interests  of  the  thour-ands  of 
stockholders  of  RKO  [408] 
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Wherefore  I  respectfully  pray  this  Court  to  grant 
the  motion  herein  in  all  respects. 

/s/  BERNARD  REICH. 

Subscribed  and  sworn  to  before  me  this  1st  day 
of  February,  1954. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  An- 
geles, State  of  California. 

Affidavit  of  Service  by  Mail  attached. 
[Endorsed] :     Filed  February  4,  1954.  [409] 


[Title  of  District  Court  and  Cause.] 

NOTICE    OF    INTENTION    TO    APPLY    FOR 
DEPOSITION  OF  HOWARD  R.  HUGHES 

To  the  Defendants  and  to  Their  Attorneys : 

Please  Take  Notice  that  on  February  15,  1954,  at 
10  a.m.,  or  as  soon  thereafter  as  counsel  can  be 
heard,  in  the  courtroom  of  District  Judge  Ben  Har- 
rison, Federal  Building,  Los  Angeles,  California,  the 
undersigned  will  apply  to  the  Court  for  leave  to  take 
the  deposition  of  Howard  R.  Hughes  as  an  officer, 
director  and/or  employee  of  the  defendant  RKO 
Radio  Pictures,  Inc.,  in  aid  of  the  motions  duly 
noticed  for  the  same  day  pursuant  to  Rules  53  and 
60  of  the  Federal  Rules  of  Civil  Procedure. 

Tiiis  notice  is  given  notwithstanding  and  without 
prejudice  to  the  taking  of  the  deposition  without 
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application    llicivfor,   as    [111]    a    courtesy    to   the 
Court  and  to  counsel. 

Dated:     February;],  1954. 

/s/  BERNARD  RETCH, 

Attorney  for  Plaintiffs. 

Affidavit  of  service  by  mail  attached. 
[Endorsed]:     Filed  February  4,  1954.  [412] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— FEB.  15,  1954 

Present:  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs:  Bernard  Reich; 
Robert  Silver. 

Counsel  for  Defendants:  Ra>Tnond  A. 
Cook  for  deft  Howard  R.  Hushes; 
Guy  Knupp  for  deft  RKO  Radio  Pict., 
Inc. 

Proceedings : 

For  hearing  (1)  motion  of  plaintiffs  to  vacate  in 
part  order  docketed  and  entered  Jan.  12,  1954,  and 
for  other  relief;  and  (2)  application  of  plaintiffs  for 
leave  to  take  the  deposition  of  Howard  R.  Hughes, 
pursuant  to  motion,  notice,  memo,  of  points  and  au- 
thorities, and  affidavit  of  Bernard  Reich,  and  notice 
of  intention  to  a])i)ly  for  deposition  of  Howard  R. 
Hughes,  filed  Feb.  4, 1954. 
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Attorney  Reich  makes  a  statement  to  the  Court. 

The  Court  makes  a  statement  to  Attorney  Reich 
that  the  Court  will  give  Attorney  Reich  time  to  show 
that  he  has  authority  to  appear  for  plaintiffs. 

Attorney  Reich  makes  a  further  statement. 

The  Court  makes  a  further  statement. 

Attorney  Cook  makes  a  statement  to  the  Court. 

The  Court  Orders  said  motion  (1)  and  application 
(2)  continued  to  March  29,  1954,  10  a.m.,  for  hear- 
ing. 

Attorney  Reich  makes  a  statement  to  the  Court 
of  objection  to  Robert  Silver  appearing  for  plain- 
tiffs. 

EDMUND  L.  SMITH, 
Clerk. 

By  MURRAY  E.  WIRE, 

Deputy  Clerk.  [431] 


[Title  of  District  Court  and  Cause.] 

RENOTICE     OF     MOTION    FOR    APPOINT- 
MENT OF  SPECIAL  MASTER 

To  the  Defendants  and  to  Their  Attorneys : 

Please  Take  Notice  that  on  March  29,  1954,  at  10 
a.m.,  in  the  courtroom  of  the  Hon.  Ben  Harrison, 
Federal  Building,  Los  Angeles,  California,  the  un- 
dersigned will  renew  motion  dated  November  12, 
1953,  ''For  Appointment  of  Special  Master  Pursu- 
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ant  to  Rule  53  of  the  Fedoral  Rulos  of  Civil  Proce- 
dure," which  motion  went  off  calendar  by  order  of 
the  Court  on  December  14,  1953,  subject  to  being 
renewed. 

Dated :     March  8,  1954. 

/s/  BERNARD  REICH, 

Attorney  for  Plaintiffs. 

Affidavit  of  service  by  mail  attached. 
[Endorsed] :     Filed  March  11,  1954.  [432] 


[Title  of  District  Court  and  Cause.] 

MOTION  TO  ADD  AND  JOIN  PARTIES 
PLAINTIFF  OR  FOR  LEAVE  TO  INTER- 
VENE 

Comes  Now  the  plaintiffs  and  the  proposed  inter- 
veners, Julius  November  and  Eleanor  November  and 
hereby  petition  and  move  the  Court  as  follows : 

1.  To  add  and  join  as  party  plaintiffs  Julius  No- 
vember and  Eleanor  November. 

2.  To  allow  the  said  Julius  November  and  Elea- 
nor November  to  intervene  and  become  parties  plain- 
tiffs herein. 

Said  motion  will  be  made  on  the  following 
grounds : 

1.  Julius  November  and  Eleanor  November  are 
each  shareholders  of  record  of  RKO  Pictures  Cor- 
poration,  one  of  the  defendants  herein. 
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2.  Said  Julius  November  and  Eleanor  Novem- 
ber have  a  joint  interest  with  the  plaintiffs,  and  in 
any  event  have  an  interest  [436]  in  respect  of  or 
arising  out  of  the  same  transactions,  occurrences,  or 
series  of  transactions  or  occurrences,  alleged  in  the 
amended  complaint  herein. 

3.  Said  Julius  November  and  Eleanor  November 
are  members  of  the  class  of  shareholders  purport- 
edly represented  by  plaintiffs  in  this  action;  and 
the  representation  of  their  interest  herein  is  inade- 
quate and  they  are  or  may  be  bound  by  a  judgment 
in  this  action. 

4.  The  claims  of  said  Julius  November  and 
Eleanor  November  and  this  action  have  questions  of 
law  and  fact  in  common. 

5.  The  addition,  joinder  or  intervention  of  the 
said  Julius  November  and  Eleanor  November  will 
not  delay,  miduly  or  otherwise,  or  prejudice  the 
adjudication  of  the  rights  of  the  parties  hereto  and 
is  required  in  the  interests  of  justice  and  to  assure 
true  adversary  proceedings. 

Dated:     March  5,  1954. 

/s/  BERNARD  REICH, 

Attorney    for    Plaintiffs    and 
Proposed  Interveners. 

[Endorsed]  :     Filed  March  11, 1954.  [437] 
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[Title  of  District  Coiiil  and  (  ausc] 

PETTTTON 

The  proposed  interveners,  or  i)i'opose(l  additional 
parties  plaintiff  herein,  for  their  pet  it  inn  alle^jje: 

1.  Petitioners  are  residents  of  and  luive  tlicit- 
domicile  in  the  State  of  New  York. 

2.  Petitionee's  are  sharelioldei's  of  i-ecord  of  H  KO 
Pictnres  Corporation,  defendant  herein,  and  have 
been  such  continuously  since  January  8,  1951.  aiid 
previously  of  the  predecessor  of  RKO  Pictures  Cor- 
poration, to  wit,  Radio-Keith-Orpheum  Corpora- 
tion, since  on  or  before  January  1,  1948,  and  at  the 
times  of  some  of  tlie  transactions  aiid  acts  com- 
plained of  in  this  action. 

3.  Petitioners  had  been  record  holders  of  700 
shares  of  the  predecessor  corporation  until  f)n  or 
about  January  8,  1951  when,  pursuant  to  consent 
decree  the  shares  of  stock  in  the  successor  [438] 
corporation  were  exchanged.  Julius  November  is  tlie 
record  holder  of  200  shares  of  stock  in  the  defendant 
RKO  Pictures  Corporation  and  Eleanor  November 
is  the  record  holder  of  150  shares  of  stock  of  the  said 
defendant. 

4.  In  1953  petitioners  sought  to  retain  Bernard 
Reich  to  represent  them  in  this  action.  Mv.  Reich 
referred  them  to  another  attorney  who  as  yet  has 
been  unsuccessful  in  obtaining  the  Nevada  Coui-t's 
leave  to  intervene  in  that  action  pendimi'  in  th<^ 
Eiffhth  Judicial  District  Court  of  the  State  of  Ne- 
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vada,  in  and  for  the  County  of  Clark,  entitled  Castle- 
man  vs.  Walker,  et  al.,  and  bearing  Case  No.  59,422. 

5.  Petitioners  have  now  retained  Mr.  Reich,  who 
has  accepted  the  retainer  to  represent  petitioners  in 
this  action. 

6.  Petitioners  incorporate  by  reference  the  affi- 
davits of  Bernard  Reich  heretofore  made  and  on 
file  in  this  action,  including : 

(a)  Affidavit  of  Bernard  Reich  in  Support  of 
Motion  to  Vacate  Order  of  Dismissal,  sworn  to  Sep- 
tember 9,  1953. 

(b)  Reply  Affidavit  of  Bernard  Reich  in  Oppo- 
sition to  Motion  and  Affidavit  of  Raymond  A.  Cook 
as  Amicus  Curiae,  sworn  to  October  2,  1953. 

(c)  Reply  Affidavit  of  Bernard  Reich  to  Affida- 
vit of  Louis  Kipnis  and  Leo  B.  Mittelman,  sworn 
to  October  1,  1953. 

(d)  Reply  Affidavit  of  Bernard  Reich  to  Affida- 
vit of  Roy  W.  McDonald,  sworn  to  October  2,  1953. 

(e)  Affidavit  of  Bernard  Reich  in  Support  of 
Motion  for  the  Appointment  of  a  Special  Master, 
swom  to  November  13,  1953. 

(f )  Affidavit  of  Bernard  Reich  in  Reply  to  [439] 
Affidavit  of  Louis  Kipnis,  sworn  to  November  27, 
1953. 

(g)  Affidavit  of  Bernard  Reich  in  Support  of 
Motion  to  Vacate  Part  of  Order  of  January  12, 
1954,  and  for  Other  Relief,  sworn  to  February  1, 
1954. 
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7.  These  affidavits  denionstiate  that  the  intci-ests 
of  all  the  stockholders  are  not  adequately  repre- 
sented herein  because  of  the  acts  and  conduct  of 
plaintiffs'  New  York  attorneys. 

8.  Petitionei's  liavc  been  informed  and  tliereforc 
allej^e  on  information  and  belief  that  the  amended 
complaint  was  prepared  by  Mr.  Reich  and  petition- 
ers hereby  elect  to  adopt  the  said  pleading  as  tlifir 
own. 

9.  Intervention  will  not  delay  or  prejudice  the 
adjudication  of  the  rights  of  the  parties  hereto  and 
is  required  in  the  interests  of  justice  and  to  assure 
adequate  representation  for  and  in  the  best  interests 
of  all  the  stockholders. 

10.  Petitioners  have  no  interest  in  conflict  with 
the  RKO  corporations  or  have  any  interest  other 
than  what  is  consistent  with  the  welfare  of  the  stock- 
holders. 

11.  This  application  is  timely  made  for  the  rea- 
son that  petitioners  did  not  know  of  any  claimed 
inadequate  representation  until  either  late  in  Se]v 
tember  or  early  in  October,  1953,  when  the  difficulty 
in  this  Court  was  printed  in  the  press. 

Moreover  it  was  not  until  December  22,  1953.  that 
the  order  denying  petitioners'  motion  in  the  Nevada 
action  was  made. 

Wherefore  petitioners  pray  for  an  order  granting 
the  intervention. 


180  Eli  B.  Castleman,  et  al., 

Dated:     March  5,  1954. 

/s/  BERNARD  REICH, 

Attorney  for  Petitioners. 
Duly  verified. 

[Endorsed] :     Filed  March  11,  1954.  [440] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  BERNARD  REICH  IN  SUP- 
PORT OF  MOTION  TO  ADD  AND  JOIN 
PARTIES  PLAINTIFF 

State  of  California, 
County  of  Los  Angeles — ss. 

Bernard  Reich  being  first  duly  sworn,  deposes  and 
says : 

1.  I  am  the  attorney  for  the  plaintiffs  and  make 
this  affidavit  in  support  of  the  motion  to  add  Julius 
and  Eleanor  November  as  parties  plaintiffs  herein. 

2.  Said  proposed  parties  have  a  joint  interest 
with  the  plaintiffs,  and  in  any  event  have  an  inter- 
est in  respect  of  or  arising  out  of  the  same  trans- 
actions, occurrences,  or  series  of  transactions  or  oc- 
currences, alleged  in  the  amended  complaint  herein. 

3.  Said  proposed  parties  are  members  of  the 
class  of  shareholders  in  part  represented  by  the 
plaintiffs  in  this  action.  [442] 

4.  The  claims  of  the  said  proposed  parties  and 
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this  action  liavc  questions  of  law  and  far^t  in  com- 
mon. 

5.  The  addition  of  the  said  proposed  f)arties  will 
not  delay  or  prejudice  the  adjudication  of  the  rit^^lits 
of  any  of  the  parties  hereto  and  is  required  in  the 
interests  of  justice. 

/s/  BERNARD  REICH. 

Subscribed  and  sworn  to  before  me  this  10th  day 
of  March,  1954. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  Ange- 
les, State  of  California. 

[Endorsed] :     Filed  March  11,  1954.  [443] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— MARCH  29,  1954 

Present:  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs  and  Proposed  Inter- 
venors:  Bernard  Reich; 

Counsel  for  Defendant  Howard  R. 
Hughes :  Raymond  A.  Cook ; 

Counsel  for  Defendant:  RKO  Radio  Pic- 
tures, Inc. :  Roy  W.  McDonald  and  Geo. 
Benedict ; 

Counsel  for  Plaintiffs:  Robert  Silver  and 
Leo  B.  Mittelman,  Esqs. 
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Proceedings : 

For  hearing  (1)  motion  of  plaintiffs  to  vacate  in 
part  order  docketed  and  entered  Jan.  12,  1954,  and 
for  other  relief;  (2)  application  of  plaintiffs  for 
leave  to  take  the  deposition  of  Howard  R.  Hughes ; 
pursuant  to  motion,  notice,  memo,  of  points  and 
authorities,  and  affidavit  of  Bernard  Reich,  and  no- 
tice of  intention  to  apply  for  deposition  of  Howard 
R.  Hughes,  filed  Feb.  4,  1953;  (3)  further  hearing 
motion  of  Bernard  Reich,  Esq.,  Local  Attorney  of 
Record  for  the  plaintiffs  for  appointment  of  a  Spe- 
cial Master,  pursuant  to  Rule  53  of  FRCP,  and 
pursuant  to  motion,  affidavit  of  Bernard  Reich,  filed 
Nov.  16,  1953,  and  renotice  of  hearing,  filed  March 
11,  1954;  and  (4)  motion  of  plaintiffs  and  the  pro- 
posed interveners,  Julius  November  and  Eleanor 
November,  to  add  and  join  parties  plaintiff  or  for 
leave  to  intervene,  pursuant  to  motion,  petition,  affi- 
davit of  Bernard  Reich,  and  memo,  of  points  and 
authorities,  and  notice,  filed  March  11,  1954. 

At  10:40  a.m.  court  convenes  herein.  Attorney 
Reich  makes  a  statement  and  suggests  a  continuance 
of  hearing  above  motions  until  April  12,  1954. 

On  motion  of  Robert  Silver,  Esq.,  It  Is  Ordered 
that  Leo  B.  Mittelman,  Esq.,  of  New  York  Bar  may 
practice  in  this  Court  for  the  purposes  of  this  case. 

Attorney  McDonald  of  the  New  York  Bar,  hereto- 
fore admitted  to  practice  in  this  Court  for  the  pur- 
poses of  this  case,  makes  a  statement  to  the  Court. 
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Attorney  Ilcicli  makes  a  statement.  The  Court 
makes  a  statement.  Attorney  Reicli  makes  a  fiirtlier 
statement. 

Attorney  Mittelman  makes  a  statement  to  tlie 
Court.   The  Court  makes  a  further  statement. 

At  11:23  a.m.  court  recesses.  At  11:33  a.m.  court 
reconvenes  herein,  and  all  heinj?  present  as  before, 
Court  orders  trial  proceed. 

Attorney  Reich  makes  a  further  statement.  Court 
makes  a  further  statement.  Attorney  McDonald 
makes  a  further  statement.  Attorney  Reich  makes 
a  further  statement. 

Court  Orders  that  all  of  the  above  motions  on  the 
calendar,  to  wit,  (1),  (2),  (3),  and  (4)  are  con- 
tinued to  April  19,  1954,  11  a.m.,  for  hearing,  and 
also  any  motion  that  may  be  filed  to  dismiss  by 
defendant  RKO  Radio  Pictures,  Inc.,  will  also  be 
heard  on  that  day,  viz.,  April  19,  1954,  11  a.m. 

EDMUND  L.  SMITH, 
Clerk. 

By  MURRAY  E.  WIRE, 
Deputy  Clerk.  [470] 
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[Title  of  District  Court  and  Cause.] 

MOTION  TO  DISMISS  WITH  PREJUDICE 

Defendant  RKO  Radio  Pictures,  Inc.,  (herein 
called  "Radio")  respectfully  moves  this  Court  to 
enter  its  Final  Judgment  dismissing  this  action  with 
prejudice. 

The  grounds  of  said  motion  are  as  follows: 

1.  On  December  23,  1952,  the  plaintiffs  in  this 
action  instituted  an  action,  upon  the  same  causes  of 
action  herein  alleged,  in  the  Eighth  Judicial  District 
Court  of  the  State  of  Nevada  (herein  called  "the 
Nevada  Court"),  County  of  Clark,  at  Las  Vegas, 
naming,  among  others,  Radio  and  Howard  R. 
Hughes  as  defendants.  This  action  is  herein  re- 
ferred to  as  "the  Castleman-Nevada  action." 

2.  On  April  1,  1954,  the  Nevada  Court  entered 
its  Final  Judgment  in  the  Castleman-Nevada  action, 
dismissing  the  same  with  prejudice,  reserving  juris- 
diction solely  for  certain  [471]  ancillary  proceedings 
related  to  the  costs,  if  any,  and  fees,  if  any,  allow- 
able to  plaintiffs  in  derivative  and  representative 
actions  purportedly  filed  on  behalf  of  RKO  Pictures 
Corporation  or  its  stockholders,  wherever  instituted 
or  pending. 

3.  Prior  to  entry  of  such  judgment,  the  Nevada 
Court  directed  that  notice  of  hearing  upon  the  mo- 
tion to  dismiss  with  prejudice  the  Castleman-Nevada 
action  be  given  to  all  stockholders  of  RKO  Pictures 
Corporation;  such  notice  in  the  form  and  manner 
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prescribed  by  the  Nevadu  Court  was  duly  given  to 
each  record  stockholder  (as  of  Febniary  24,  lfi54; 
of  RKO  Pictures  Corporation;  the  motion  to  dis- 
miss was  duly  heard  by  the  Nevada  Court  beginning 
March  22,  lai ! ;  and  tlic  Nevada  Court  entered  its 
Interlocutory  Order  and  Findings  of  Fact  and  Con- 
clusions of  Law  on  March  30,  1954. 

4.  Julius  and  Eleanor  November,  applicants  to 
intervene  in  this  Court,  were  duly  represented  in 
the  Nevada  Court  by  Nevada  counsel,  and  were  ac- 
corded full  opportunity  to  participate  in  such  hear- 
ing. 

5.  The  final  order  of  dismissal  with  pi'ojudice 
duly  entered  by  the  Nevada  Court  on  April  1.  1954, 
bars  any  further  prosecution  of  this  action. 

The  motion  will  be  based  on  the  following : 

1.  The  records  and  files  of  this  Court. 

2.  The  Notice  of  Hearing  thereon. 

3.  The  affidavit  of  Roy  W.  McDonald  in  support 
of  this  motion. 

4.  Certified  copies  of  proceedings  in  the  Castle- 
man-Nevada  action,  including  the  motion  to  dismiss 
with  prejudice,  the  notice  to  stockholders,  the  Inter- 
locutory Order  and  the  Findings  of  Fact  and  Con- 
clusions of  Law  dated  March  30,  1954.  the  motion 
for  final  judgment  and  supporting  affidavit  [472] 
dated  April  1,  1954,  and  the  Final  Judgment  dated 
April  1,  1954.  Such  certified  co])ies  will  be  offered 
in  evidence  at  the  hearing  on  this  motion. 
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5.     Radio's  Memorandum  of  Points  and  Authori- 
ties. 

Dated :     Apirl  5,  1954. 

MITCHELL,    SILBERBERG   & 
KNUPP, 

By  /s/  GEORGE  BENEDICT,  JR., 

Attorneys    for    RKO    Radio 
Pictures,  Inc. 

[Endorsed] :     Filed  April  7,  1954.  [473] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  ROY  W.  McDONALD  IN 
SUPPORT  OF  MOTION  TO  DISMISS 
WITH  PREJUDICE 

State  of  California, 
County  of  Los  Angeles — ss. 

Roy  W.  McDonald,  being  duly  sworn,  on  oath 
says: 

1.  I  am  a  member  of  the  bars  of  the  States  of 
New  York  and  Texas,  of  the  Supreme  Court  of  the 
United  States,  and  of  a  number  of  the  Courts  of  Ap- 
peal and  the  District  Courts  of  the  United  States ;  am 
a  partner  in  the  firm  of  Donovan,  Leisure,  Newton  & 
Irvine  of  New  York,  N.  Y.,  who  appear  of  counsel 
for  the  defendant  RKO  Radio  Pictures,  Inc.  (herein 
called  "Radio");  and  have  been  duly  admitted  by 
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Ordor  of  this  Court  to  appear  as  one  of  the  counsel 
for  Radio  in  this  proceedin<2^. 

2.  I  make  this  affidavit  in  support  of  the  motion 
of  Radio  to  dismiss  this  action  with  prejudice. 

3.  On  December  23,  1952,  the  identical  plaintiffs 
herein,  Eli  B.  Castleman,  et  al.,  instituted  an  action 
in  the  Eighth  [474]  Judicial  District  Court  of  the 
State  of  Nevada,  County  of  Clark,  at  Las  Vegas, 
Nevada,  against  J.  Miller  Walker,  Francis  J. 
O'Hara,  Jr.;  Howard  R.  Hughes  (herein  referred 
to  as  ''Hughes"),  Noah  Dietrich,  Ned  E.  Depinet, 
Hughes  Tool  Company,  RKO  Pictures  Corporation 
(herein  referred  to  as  ''RKO"),  and  Radio.  This 
action  is  referred  to  herein  as  "the  Castleman- 
Nevada  action."  The  complaint  in  such  action  and 
the  amended  complaint  subsequently  filed  embrace 
the  identical  causes  of  action  set  forth  in  this  Cali- 
fornia action. 

4.  In  the  Castleman-Nevada  action  the  several 
defendants  duly  appeared  and  answered.  Some 
twenty-one  witnesses  were  examined  orally  by  plain- 
tiffs, and  over  one  hundred  forty  documentary  ex- 
hibits were  marked  for  identification.  The  case  was 
set  for  trial  early  in  January,  1954,  but  at  the  time 
it  was  reached,  the  New  York  counsel  of  plaintiffs 
were  subject  to  a  stay  order  issued  by  a  New  York 
court  preventing  them  from  proceeding  with  the 
trial  of  the  action.  Such  stay  was  subsequently 
vacated  by  the  New  York  court,  but  in  the  mean- 
time the  Nevada  Court  had  reset  the  Castleman- 
Nevada  case  for  trial  in  August,  1954. 
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5.  On  February  7,  1954,  Hughes  made  an  offer 
to  purchase  all  the  assets  of  RKO,  ''including  any 
and  all  claims  or  causes  of  action  of  every  kind 
or  character  against,  or  which  might  be  asserted 
against,  any  person  or  persons,  including"  Hughes, 
for  $23,489,478.00  in  cash.  A  copy  of  such  offer  is 
attached  hereto  as  ''Exhibit  A."  This  offer  was  sub- 
ject to  certain  conditions,  all  of  which  were  sub- 
sequently satisfied.  On  March  18,  1954,  the  stock- 
holders of  RKO,  at  a  special  meeting  called  for  the 
purpose,  approved  the  sale  of  assets  pursuant  to 
such  offer.  Of  the  total  3,891,526  shares  entitled  to 
vote,  3,358,116  shares  were  voted  in  favor  of  accept- 
ance of  the  offer,  and  73,227  against.  Excluding  the 
shares  owned  by  Hughes,  2,022,769  were  voted  in 
favor  of  acceptance  of  the  offer,  which  was  in  excess 
of  50%  of  the  outstanding  stock.  On  March  31, 
1954,  at  Wilmington,  Delaware,  the  sale  [475]  of 
such  assets  was  consummated  by  Hughes  paying  to 
RKO  the  above  sum  in  cash  and  by  RKO's  trans- 
ferring to  Hughes  all  of  its  assets. 

6.  On  February  11,  1954,  Hughes  filed  a  motion 
in  the  Castleman-Nevada  action  praying  that  such 
action,  which  was  the  only  action  in  which  he  had 
been  validly  served  or  had  answered,  be  dismissed 
with  prejudice.  A  copy  of  such  motion  is  attached 
hereto  as  "Exhibit  B."  On  February  11,  1954,  the 
Nevada  Court  set  such  motion  for  hearing  on  March 
22,  1954,  and  directed  that  RKO  give  notice  of  such  i 
hearing  to  each  of  its  stockholders  by  mailing  such  ii 
Notice,  in  the  form  prescribed  by  the  order  of  the  \ 
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Nevada  Court  (as  amended  February  16,  1954)  to 
each  such  stockholder  with  the  proxy  statement  re- 
lating to  the  special  meeting  of  stockholders  to  be 
held  March  18,  1954,  for  the  purpose  of  voting  upon 
Hughes'  offer.  A  copy  of  such  Notice,  in  the  form 
prescribed  by  the  Nevada  Court,  is  attached  as 
"Exhibit  C."  Such  Notice  was  duly  mailed  to  all 
stockholders  of  RKO  together  with  the  proxy  state- 
ment, on  or  about  March  1,  1954. 

7.  On  March  22,  1954,  the  motion  to  dismiss 
came  on  for  hearing  before  the  Hon.  Frank  Mc- 
Namee,  Judge  of  the  Nevada  Court.  The  plaintiffs 
herein,  Eli  B.  Castleman,  et  al.,  appeared  therein 
by  their  counsel,  David  Zenoff,  Esq.,  of  the  Nevada 
bar,  and  Louis  Kipnis  and  Leo  B.  Mittelman,  of 
the  New  York  bar.  All  defendants  appeared  by 
their  counsel  of  record.  Among  the  stockholders 
present  in  person  or  by  counsel  were  Julius  and 
Eleanor  November,  applicants  to  intervene  here, 
who  were  represented  by  Nevada  counsel,  and  who 
were  advised  in  open  court  that  they  were  free  to 
participate  fully  in  the  hearing  and  to  interrogate 
any  witnesses.  In  addition  to  hearing  witnesses 
who  testified  in  person,  the  Nevada  Court  received 
in  evidence  numerous  exhibits,  including,  among 
other  exhibits,  all  the  depositions  taken  in  the  Nevada 
case,  the  pleadings  in  the  various  stockholders  deri- 
vative and  representative  actions  heretofore  filed 
in  various  jurisdictions  [476]  purporting  to  be 
prosecuted  on  behalf  of  RKO  or  its  stockholdeTs, 
and  certain  affidavits  filed  in   support  of  and   in 
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opposition  to  an  application  pending  in  the  Supreme 
Court  of  New  York,  seeking  the  appointment  of  a 
receiver  for  all  the  New  York  assets  of  RKO  and 
Radio. 

8.  The  Nevada  Court  took  the  motion  under 
submission  at  the  close  of  the  hearing  on  March 
23,  1954,  and  on  March  30,  1954,  entered  its  Inter- 
locutory Order  and  filed  Findings  of  Fact  and 
Conclusions  of  Law. 

9.  Such  Interlocutory  Order  recited,  among 
other  things,  that  Hughes  had  offered  to  purchase 
all  the  assets  of  RKO;  that  the  consummation  of 
such  sale  would  extinguish  all  claims  and  causes  of 
action  asserted,  or  which  may  be  asserted,  against 
Hughes  by  or  on  behalf  of  RKO;  that  the  offer 
when  consummated  will  result  in  a  compromise  of 
all  derivative  and  representative  actions;  and  that 
the  offer  by  Hughes  is  fair  and  reasonable  and  that 
the  sale  should  be  approved  as  a  compromise  and 
settlement  of  the  action.  The  Interlocutory  Order 
accordingly  approved  the  sale  pursuant  to  the  pro- 
visions of  Rule  23  (c)  of  the  Nevada  Rules  of  Civil 
Procedure,  such  rule  being  in  its  terms  similar  to 
Rule  23  (c)  of  the  Federal  Rules  of  Civil  Procedure. 
The  Interlocutory  Order  provided  for  entry  of  a 
Final  Order  at  any  time  within  ten  days,  without 
further  notice,  upon  an  affidavit  showing  that  the 
purchase  agreement  had  been  consummated. 

10.  The  Findings  of  Fact  and  Conclusions  of 
Law  of  the  Nevada  Court  consisted  of  231/2  legal- 
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sized  typed  pa.ii^es,  containing  numbered  paragraphs 
setting  forth  extensive  findings  from  the  evidence 
before  that  Court.  Inchided  among  such  findmgs 
and  conclusions  were : 

a.  Paragraph  7:  That  five  other  derivative  ac- 
tions are  pending  in  various  jurisdictions  '^ alleging 
the  same  charges  and  seeking  the  same  or  similar 
relief.  *  *  *  in  none  [477]  of  these  actions,  except 
the  instant"  Nevada  "one  has  the  defendant  Hughes 
been  personally  served  or  made  an  appearance." 
Paragraph  9  identified  the  Castleman-California 
action,  in  v^hich  this  motion  is  made,  as  one  of  such 
five. 

b.  Paragraph  24  concluded  that  the  method  em- 
ployed by  the  directors  of  RKO  in  examining  the 
offer  and  recommending  it  to  the  stockholders  was 
proper  and  that  the  offer  included  an  "ample  and 
fair  consideration  for  the  sale  of  the  assets  not 
capable  of  precise  evaluation,  including  the  deriva- 
tive stockholders'  actions." 

c.  Paragraph  26  found  as  a  fact  and  concluded 
as  a  matter  of  law  that  the  charges  in  the  Nevada 
action  and  the  evidence  received  covered  the  charges 
in  the  other  actions  and  that  "what  I  have  found 
with  respect  to  the  charges  of  the  complaint  in  the 
action  before  this  Court  applies  with  equal  force 
to  the  charges  of  the  complaints  in  these  various 
other  actions  and  forecloses  prosecution  on  the 
merits  of  such  other  complaints." 

d.  Paragraph  37  found  and  concluded  "that  the 
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compromise  which  will  be  effected  by  the  defendant 
Hughes'  purchase  of  the  corporate  assets,  pursuant 
to  his  offer,  is  fair  and  adequate;  that  it  is  in  the 
interest  of  the  corporation  and  its  stockholders  that 
the  compromise  effected  by  the  offer  be  accepted; 
and  that  it  is  in  the  interest  of  the  stockholders  and 
the  corporation  that  such  compromise  be  approved 
and  that  this  action  be  dismissed  as  to  all  defend- 
ants with  prejudice." 

e.     Paragraph  38  took  cognizance  of  the  fact  that 
charges  had  been  made  that  the  Nevada   Court's 
jurisdiction  is  a  product  of  collusion.   Such  charges 
or  insinuations  have  been  made  in  the  present  Cali- 
fornia-Castleman    action.     Paragraph    38    of    the 
Nevada  Court 's  findings  and  conclusions  [478]  noted 
that  such  charges  had  been  denied,   and  then  re- 
viewed the  circumstances  preceding  the  institution 
of   the    Castleman-Nevada    action.     Paragraph    39 
found  as  a  fact  and  concluded  as  a  matter  of  law 
''that  this   [Nevada]   Court's  jurisdiction  is  not  a; 
product  of  collusion  of  any  type ;  that  Howard  R.  , 
Hughes  resides  and  is  domiciled  in  Nevada ;  that  this  • 
action  is,  and  has  been  conducted  as  a  truly  adver- 
sary proceeding ;  that  plaintiffs  have  prosecuted  this 
action   diligently ;   that  the   stockholders   of   RKO  \ 
have    been    fully    and    adequately    represented    by  J 
plaintiffs;  and  that  the  judgment  dismissing  this 
action   with   prejudice   is   binding   upon   all   other  ij 
stockholders  of  RKO."  ' 

11.     On  April  1,  1954,  the  fact  of  the  consum-i: 
mation  of  the  sale  of  assets  on  March  31,  1954,  was 
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duly  reported  to  the  Nevada  Court.  On  April  1, 
1954,  the  Nevada  Court  entered  its  Final  Judgment 
dismissing  the  Castleman-Nevada  action  with  prej- 
udice, finding  and  determining  that  there  was  no 
just  cause  for  delay,  directing  that  the  judgment 
be  forthwith  entered  as  final,  and  reserving  juris- 
diction for  the  sole  purpose  of  determining  and 
allocating  all  costs  and  fees,  if  any,  allowable  to  the 
plaintiffs  in  any  stockholders'  representative  or 
derivative  actions,  wherever  pending,  and  of  hear- 
ing and  determining  the  cross-motion  of  the  Castle- 
mans,  et  al.,  pending  in  the  Nevada  Court,  for  an 
award  of  costs  and  fees. 

12.  On  February  16,  1954,  one  Louis  Schiff  and 
one  Jacob  Sack,  alleging  themselves  to  be  stock- 
holders of  RKO,  filed  Civil  Action  No.  491  in  the 
Court  of  Chancery  of  the  State  of  Delaware  in  and 
for  New  Castle  County,  at  Wilmington,  Delaware, 
against  RKO  and  certain  individual  defendants 
seeking  to  enjoin  RKO  from  proceeding  with  the 
sale  of  its  assets  pursuant  to  the  offer  of  Hughes 
on  the  alleged  ground  that  the  offer  was  '*  grossly 
inadequate,  the  inadequacy  being  so  gross  and  ex- 
treme as  to  [479]  display  and  constitute  on  its  face, 
fraud."  RKO  filed  its  answer  to  such  complaint 
on  February  18,  1954,  and  the  case  was  tried  on  its 
merits  beginning  March  8,  1954.  On  March  26,  1954, 
the  Chancellor  of  the  Delaware  Court  of  Chancery 
handed  down  a  34-page  opinion  holding  that  the 
plaintiffs  were  not  entitled  to  the  relief  souglit,  and 


194  Eli  B.  Castleman,  et  al,, 

directing  judgment  on  the  merits  in  favor  of  RKO. 
Thereafter,  such  judgment  was  duly  entered. 

13.  It  is  respectfully  submitted  that  the  above- 
outlined  proceedings,  which  will  be  further  authenti- 
cated by  certified  copies  of  the  relevant  documents 
from  the  Nevada  and  Delaware  courts  which  will 
be  put  in  evidence  on  the  hearing  of  this  motion,  bar 
the  prosecution  of  this  action  in  this  Court  and 
justify  this  Court  in  dismissing  this  action  on  the 
merits,  with  prejudice. 

14.  It  is  further  respectfully  submitted  that 
there  are  no  ancillary  issues  before  this  Court  re- 
quiring it  to  retain  jurisdiction  of  this  action  for 
any  purpose  whatsoever.  The  Nevada  Court  has 
caused  notice  to  be  served  on  all  plaintiffs  in  all 
representative  and  derivative  actions,  wherever 
pending,  purporting  to  be  brought  on  behalf  of 
RKO  or  its  stockholders,  by  notice  to  all  counsel 
who  have  appeared  for  any  such  stockholders, 
directing  such  plaintiffs  to  show  before  the  Nevada 
Court  on  April  5,  1954,  any  claims  that  they  may 
have  for  reimbursement  of  expenses,  if  any,  includ- 
ing attorneys'  fees,  if  any,  incident  to  any  such 
action.  Moreover,  the  plaintiffs  Castleman,  et  al., 
have  moved  in  the  Nevada  Court  for  such  allowance. 
The  Castlemans'  claim,  if  any  they  have,  for  such 
expenses  and  fees,  is  a  single  and  indivisible  claim, 
and  cannot  properly  be  litigated  piecemeal  in  sev- 
eral courts.  Plaintiffs  have  put  the  matter  in  issue 
in  the  Nevada  Court,  and  cannot  also  litigate  it  in 
this  Court. 
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Wherefore,  it  is  respectfully  submitted  that  this 
action  should  be  dismissed  with  prejudice. 

/s/  ROY  w.  McDonald. 

Subscribed  and  sworn  to  before  me  this  2nd  day 
of  April,  1954. 

[Seal]        /s/  LORETTO  G.  JONES, 

Notary  Public  in  and  for 
Said  County  and  State. 

My  commission  expires  April  9,  1954.  [480] 


EXHIBIT  A 

February  7,  1954. 
RKO  Pictures  Corporation, 
1270  Avenue  of  the  Americas, 
New  York,  New  York. 

Gentlemen : 

I  hereby  offer  to  purchase  from  RKO  Pictures 
Corporation  all  of  its  assets  as  of  the  date  of  trans- 
fer to  me,  including  any  and  all  claims  or  causes  of 
action  of  every  kind  or  character  against  or  which 
might  be  asserted  against,  any  person  or  persons, 
including  me. 

I  agree  to  pay  for  such  assets  the  sum  of 
$23,489,478  in  cash  upon  transfer  of  the  assets  to 
me.  (The  total  number  of  shares  of  stock  outstand- 
ing  of   RKO    Pictures    Corporation    is    3,914,913. 
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$23,489,478  divided  by  3,914,913  shares   equals  $6 
per  share.) 

This  offer  and  all  obligations  of  mine  pursuant 
hereto  are  conditioned  upon  the  following,  and  time 
in  each  instance  is  of  the  essence: 

a.  The  assets  shall  be  free  and  clear  of  all  liens, 
charges,  or  encumbrances,  except  that  I  agree  to 
the  taking  of  such  measures  as  may  be  considered 
necessary  or  proper  for  causing  one  or  more  of  the 
operating  subsidiaries  of  RKO  Pictures  Corpora- 
tion to  assume  all  liabilities  of  RKO  Pictures  Cor- 
poration prior  to  the  transfer  to  me  of  the  assets 
hereunder. 

b.  Acceptance  of  this  offer  not  later  than  6:00 
p.m.,  Eastern  Standard  Time,  February  15,  1954, 
by  a  duly  constituted  officer  of  RKO  Pictures  Cor- 
poration, pursuant  to  full  authority  and  direction 
thereunto  given  him  by  the  Board  of  Directors  of 
RKO  Pictures  Corporation,  and  which  acceptance 
must  be  unconditional  except  that  it  must  be  subject 
to  approval  by  the  stockholders  of  RKO  Pictures 
Corporation,  as  hereinafter  provided. 

c.  Approval  of  the  acceptance  of  this  offer  not 
later  than  March  31,  1954,  by  the  affirmative  vote  1 
of  a  majority  of  the  stock,  other  than  stock  owned ' 
by  me,  voting  at  a  properly  held  stockholders'  meet- 
ing of  RKO  Pictures   Corporation,   convened  not  t 
later  than  March  30,  1954,  at  which  a  proposal  to 
ratify  the  acceptance  is  properly  before  the  meeting. 

d.  Approval  of  the  acceptance  of  this  offer  at< 
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the  same  meeting  })y  affirmative  vote  of  a  majority 
of  all  of  the  issued  and  outstanding  stock  of  RKO 
Pictures  Corporation. 

e.  Adjournment  of  the  said  stockholders'  meet- 
ing not  later  than  6:00  p.m.,  Eastern  Standard  Time, 
March  31,  1954,  and  the  mailing  to  me  of  a  certified 
copy  of  the  resolution  of  the  stockholders  approv- 
ing the  acceptance  of  this  offer  not  later  than  two 
(2)  days  following  such  adjournment. 

f.  The  rendering  to  me  of  a  written  opinion  by 
the  attorneys  for  RKO  Pictures  Corporation  no 
later  than  March  31,  1954,  that  sale  and  transfer 
to  me  of  the  assets  pursuant  to  this  offer  has  been 
duly  and  legally  authorized  hj  proper  resolution  of 
the  Board  of  Directors  of  RKO  Pictures  Corpora- 
tion and  by  proper  resolution  of  the  stockholders  of 
said  corporation. 

g.  Transfer  to  me  of  the  assets  sold  pursuant  to 
this  offer  shall  be  consummated  not  later  than  10 :00 
a.m.,  Eastern  Standard  Time,  April  2,  1954,  either 
at  the  principal  office  of  the  Commercial  Trust  Com- 
pany of  New  Jersey  in  the  City  of  Jersey  City  and 
State  of  New  Jersey,  or  at  such  other  place  as  may 
be  agreed  upon  by  the  parties  hereto,  and  [481]  such 
transfer  shall  be  accompanied  by  a  wi'itten  opinion 
rendered  to  me  from  the  attorneys  for  RKO  Pic- 
tures Corporation  that  such  transfer  shall  effectively 
pass  to  me  full  title  and  control  of  all  assets  cov- 
ered hereby  and  subject  to  no  liens  or  encumbrances 
whatsoever. 
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h.  There  shall  have  been  no  transfer  of  any  sub- 
stantial assets  of  RKO  Pictures  Corporation  prior 
to  transfer  to  me  of  the  assets  covered  hereby  pur- 
suant hereto,  except  transfers  in  the  normal  course 
of  business  or  with  my  written  consent. 

Failure  of  any  of  the  foregoing  conditions  shall 
render  any  contract  pursuant  hereto  null  and  void. 

If  this  offer  is  accepted  by  the  duly  constituted 
and  authorized  officer  as  provided  in  subpara- 
graph b  above,  then,  at  the  said  stockholders'  meet- 
ing, I  agree  to  vote  1,262,120  shares  of  stock  of 
RKO  Pictures  Corporation  presently  owned  by  me 
to  approve  the  acceptance  of  this  offer. 

In  order  to  permit  each  RKO  stockholder  (other 
than  me)  to  receive  promptly  his  pro  rata  portion 
of  the  $23,489,478  which  will  be  paid  to  RKO  upon 
compliance  with  the  terms  hereof,  I  agree  that  at 
the  said  stockholders'  meeting  convened  not  later 
than  March  30,  1954,  I  will  vote  all  of  my  stock  in 
favor  of  a  resolution  to  accomplish  the  following : 

RKO  Pictures  Corporation  will,  in  reduction 
of  its  capital,  pay  $6  in  cash  per  share  for  all  I 
shares  (other  than  the  1,262,120  shares  owned  I 
by  me)  tendered  for  redemption  during  the 
60-day  period  following  the  adoption  of  this  i 
resolution,  or  during  such  longer  period  as  | 
may  be  considered  desirable  by  the  company 'sH 
attorneys.  ' 

To  assure  protection  to  the  stockholders  of  RKO  j 
Pictures  Corporation  against  any  possible  assertion! I! 
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of  liability  by  any  creditor  of  said  corporation  with 
respect  to  money  received  by  any  stockholder  in  the 
redemption  of  his  shares,  T  agree  to  hold  harmless 
each  stockholder  (whose  stock  is  redeemed  pursuant 
to  any  resolution  such  as  above  set  forth)  against 
any  asserted  liability  for  corporate  debts,  provided 
I  am  given  reasonable  notice  of  and  an  opportunity 
to  defend  against  any  such  claim. 

r  hereby  affirm  that  there  is  no  offer  outstanding 
to  me  for  any  of  the  assets  which  I  propose  to  pur- 
chase hereunder. 

I  call  your  attention  to  the  following: 

a.  There  have  been  expressions  of  dissatisfaction 
among  the  stockholders. 

b.  I  have  been  sued  by  certain  of  the  the  stock- 
holders and  accused  of  responsibility  for  losses  of 
the  corporation. 

c.  I  would  like  to  feel  that  I  have  given  all  the 
stockholders  of  RKO  Pictures  Corporation  an  op- 
portunity to  receive  for  their  stock  an  amount  well 
in  excess  of  its  market  value  at  the  time  when  I  first 
became  connected  with  the  company,  or  at  any  time 
since. 

/s/  HOWARD  R.  HUGHES, 

HOWARD  R.  HUGHES.  [482] 
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''EXHIBIT  B" 

In  the  Eighth  Judicial  District  Court  of  the  State 
of  Nevada,  in  and  for  the  County  of  Clark 

Case  No.  59422— Dept.  No.  1 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN, Doing  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN. 

Plaintiffs, 
vs. 

J.  MILLER  WALKER,  FRANCIS  J.  O'HARA, 
JR.,  HOWARD  R.  HUGHES,  NOAH  DIET- 
RICH, NED  E.  DEPINET,  HUGHES  TOOL 
COMPANY,  RKO  PICTURES  CORPORA- 
TION, RKO  RADIO  PICTURES,  INC,. 
JAMES  R.  GRAINGER  and  A.  DEE  SIMP- 
SON, 

Defendants. 

MOTION  TO  DISMISS 

The  defendant,  Howard  R.  Hughes,  moves  the 
court  to  dismiss  with  prejudice  the  action  against 
all  defendants  for  the  reasons  set  forth  below: 

1.  On  February  7,  1954,  by  the  instrument  at-  -| 
tached  to  this  motion  as  Exhibit  ''A,"  this  defend- 
ant offered  to  purchase  all  of  the  assets  of  RKO 
Pictures  Corporation. 

2.  Such  offer,  if  accepted  by  the  corporation  and 
approved  by  the  stockholders,  will  effectively  ex- 
tinguish all  claims  and  causes  of  action  against  this 
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defendant  and  will  render  this  jxaidin.^'  action  moot 
as  to  this  defendant. 

3.  Also,  if  snch  offer  is  accepted  by  the  corpora- 
tion and  approved  by  the  stockholders,  it  will  vest 
in  this  defendant  all  claims  and  causes  of  action  of 
RKO  Pictures  Corporation  against  the  defendants 
J.  Miller  Walker,  Francis  J.  O'Hara,  Jr.,  Noah 
Dietrich,  Ned  E.  Depinet,  Hughes  Tool  Company, 
James  R.  Grainger,  and  A.  Dee  Simpson,  and  wdll 
vest  in  this  defendant  all  of  the  capital  stock  of  RKO 
Radio  Pictures,  Inc. ;  and  this  defendant  hereby  as- 
serts that  he  will  not  prosecute  against  such  de- 
fendants any  claim  or  cause  of  action  which  may  be 
vested  in  him,  and  will  not  permit  to  be  prosecuted 
any  claims  or  causes  of  action  against  the  said 
named  defendants  on  behalf  of  RKO  Radio  Pictures, 
Inc. 

4.  The  order  of  dismissal  may  recite  that  the 
cause  shall  be  reinstated  in  the  event  that  the  sale 
is  not  consummated  pursuant  to  the  offer. 

WOODBURN,  FORMAN  & 
WOODBURN, 

206  N.  Virginia  Street, 
Reno,  Nevada,  and 

T.  A.  SLACK, 

7000  Romaine  Street,  Hollywood  38,  California,  At- 
torneys for  Defendant,  Howard  R.  Hughes.  [483] 
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'^  EXHIBIT  C" 

Notice  Pursuant  to  Order  Entered  February  11, 
1954,  of  Hon.  Frank  McNamee,  Judge  of  the 
Eighth  Judicial  District  Court  of  the  State  of 
Nevada  in  and  for  the  County  of  Clark 

In  the  Eighth  Judicial  District  Court  of  the  State 
of  Nevada,  in  and  for  the  County  of  Clark 

Case  No.  59422— Dept.  No.  1  j 

ELI  B.  CASTLEMAN  and  MARION  Y.  CASTLE- 
MAN, Doing  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 

Plaintiffs, 

vs. 

J.  MILLER  WALKER,  FRANCIS  J.  O'HARA, 
JR.,  HOWARD  R.  HUGHES,  NOAH  DIET- 
RICH, NED  E.  DEPINET,  HUGHES  TOOL 
COMPANY,  RKO  PICTURES  CORPORA- 
TION, RKO  RADIO  PICTURES,  INC., 
JAMES  R.  GRAINGER  and  A.  DEE  SIMP- 
SON, 

Defendants. 

NOTICE  OF  COURT  HEARING 

You  are  hereby  notified  that  in  the  event  that  the 

stockholders  of  RKO  Pictures  Corporation  at  the 

meeting  of  stockholders  to  be  held  on  March  12, 

1954,*  shall  approve  the  sale  of  the  assets  of  RKO 


*By  Order  of  the  Court  dated  February  16,  1954,  i 
the  notice  was  amended  so  as  to  change  this  date  to 
March  18,  1954. 
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Pictures  (^orporatiijii  piii'suaiit  tu  the  terms  of  tlic 
offer  of  Howard  R.  Iluglies,  there  will  be  presented 
to  the  Eighth  Judicial  District  Court  of  the  State  of 
Nevada,  County  of  Clark,  at  Las  Vegas,  Nevada,  on 
the  22nd  day  of  March,  1954,  the  motion  of  the  de- 
fendant, Ploward  R.  Hughes,  to  dismiss  with  j)reju- 
dice  the  cause  pending  in  said  court,  being  Case  No. 
59422,  Eli  B.  Castleman,  et  al.,  vs.  J.  Miller  Walker, 
et  al.  A  copy  of  such  Motion  to  Dismiss  is  attached 
to  this  Notice. 

You  are  notifi(^d  of  the  pendency  of  the  hearing 
upon  such  motion  on  the  22nd  day  of  March,  1954, 
in  order  that  you  may  take  any  action  with  respect 
thereto  before  this  court  which  may  be  proper. 

[Endorsed]  :     Filed  April  7, 1954.  [484] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  JULIUS  NOVEMBER 

State  of  New  York, 
County  of  New  York — ss. 

Julius  November  being  first  duly  sworn,  deposes 
and  says: 

1.  I  am  one  of  the  proposed  interveners  and  peti- 
tioners in  the  above  action. 

2.  I  have  read  the  Petition  filed  by  Bernard 
Reich  in  my  wife  Eleanor  and  my  behalf  and  I  in- 
corporate said  Petition  in  this  affidvait  as  if  I  were 
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to   repeat   and   reallege   the   allegations   contained 
therein. 

3.     I  confirm  that  Bernard  Reich  is  our  attorney 
and  authorized  to  appear  for  us  in  this  action. 

/s/  JULIUS  NOVEMBER. 

Subscribed  and  sworn  to  before  me  this  1st  day 
of  April,  1954. 

/s/  EDWARD  L.  GLAZER, 

Notary  Public,  State  of  New 
York. 

Term  Expires  March  30, 1956. 

Affidavit  of  Service  by  Mail  attached. 
[Endorsed] :     Filed  April  12,  1954.  [485] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT 

State  of  New  York, 
County  of  New  York — ss. 

Louis  Kipnis,  being  duly  sworn,  deposes  and 
says :  I  am  one  of  the  attorneys  for  the  plaintiffs  in 
the  above-entitled  action. 

I  have  examined  the  affidavit  of  Roy  W.  Mc- 
Donald in  support  of  the  motion  of  defendant  RKO 
Radio  Pictures,  Inc.,  to  dismiss  this  action  with 
prejudice. 
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T  have  also  examined  memorandum  of  points  and 
authorities  and  the  motion. 

In  the  liqht  of  the  facts  and  circumstances  set 
forth  in  all  the  documents  above  referred  to  and  in 
turn  incorporated  by  reference,  plaintiffs  do  not 
oppose  the  within  motion. 

/s/  LOUIS  KIPNIS. 

Sworn  to  before  me  this  12th  day  of  April,  1954. 

/s/  AARON  SCHWARTZ, 

Notary  Public,  State  of  New 
York. 

Term  Expires  March  30,  1956. 

Affidavit  of  Service  by  Mail  attached. 
[Endorsed]:     Filed  April  15,  1954.  [487] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— APRIL  19,  1954 

Present:  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs:  no  appearance; 

Counsel  for  Defendants :  no  appearance ; 

Proceedings : 

For  hearing  (1)  motion  of  plaintiffs  to  vacate  in 
part  order  docketed  and  entered  Jan.  12,  1954,  and 
for  other  relief; 
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(2)  Application  of  plaintiffs  for  leave  to  take 
the  deposition  of  Howard  R.  Hughes;  pursuant  to 
motion,  notice,  memo  of  points  and  authorities,  and 
affidavit  of  Bernard  Reich,  and  notice  of  intention 
to  apply  for  deposition  of  Howard  R.  Hughes,  filed 
Feb.  4,  1953; 

(3)  Further  hearing  of  Bernard  Reich,  Esq., 
Local  Attorney  of  Record  for  the  plaintiffs  for  ap- 
pointment of  a  Special  Master,  pursuant  to  Rule  53 
of  FRCP,  and  pursuant  to  motion,  affidavit  of  Ber- 
nard Reich,  filed,  filed  Nov.  16,  1953,  and  renotice 
of  hearing,  filed  March  11,  1954 ; 

(4)  Motion  of  plaintiffs  and  the  proposed  Intei- 
venors,  Julius  November  and  Eleanor  November,  to 
add  and  join  parties  plaintiff,  or  for  leave  to  in- 
tervene, pursuant  to  motion,  petition,  affidavit  of 
Bernard  Reich,  and  memo,  of  points  and  authorities, 
and  notice,  filed  March  11,  1954; 

(5)  Motion  of  defendant  RKO  Radio  Pictures, 
Inc.,  for  dismissal  of  this  action  with  prejudice, 
pursuant  to  notice,  motion,  points  and  authorities, 
and  affidavit,  filed  April  7,  1954. 

It  is  Ordered  that  cause  is  continued  to  May  17, 
1954,  11  a.m.,  for  hearing  motions  (1)  to  (4),  inch, 
and  continued  to  June  28,  1954,  11  a.m.,  for  hearing . 
motion  (5),  pursuant  to  order  filed  April  15,  1954. 

EDMUND  L.  SMITH, 

Clerk. 

By  MURRAY  E.  WIRE, 
Deputy  Clerk.  [489] 
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['IMtle  of  District  Court  and  Cause.] 

MINUTES  OF  COURT— MAY  17,  1954 

Present:  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs:  Bernard  Reich, 
local  counsel  for  plaintiffs  and  prop- 
posed  intervenors ; 

Counsel  for  Defendants :  George  Benedict, 
Jr.,  for  deft.  RKO  Radio  Pictures,  Inc. 

Proceedings : 

For  (1)  hearing  motion  of  plaintiffs  to  vacate  in 
part  order  docketed  and  entered  Jan.  12,  1954,  and 
for  other  relief; 

(2)  Application  of  plaintiffs  for  leave  to  take 
the  deposition  of  Howard  R.  Hughes;  pursuant  to 
motion,  notice,  memo,  of  points  and  authorities,  and 
affidavit  of  Bernard  Reich,  and  notice  of  intention 
to  apply  for  deposition  of  Howard  R.  Hughes,  filed 
Feb.  4,  1954; 

(3)  Further  hearing  on  motion  of  Bernard 
Reich,  Esq.,  local  attorney  of  record  for  the  plain- 
tiffs for  appointment  of  a  Special  Master,  pur- 
suant to  Rule  53  of  FRCP,  and  pursuant  to  motion, 
affidavit  of  Bernard  Reich,  filed  Nov.  16,  1953,  and 
renotice  of  hearing,  filed  March  11,  1954; 

(4)  Hearing  motion  of  plaintiffs  and  the  i^ro- 
posed  intervenors,   Julius   November  and   Eleanor 
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November,  to  add  and  join  parties  plaintiff,  or  for 
leave  to  intervene,  pursuant  to  motion,  petition, 
affidavit  of  Bernard  Reich,  and  memo,  of  points 
and  authorities,  and  notice,  filed  March  11,  1954; 

(5)  Hearing  motion  of  plaintiffs  to  quash  dep- 
ositions noticed  by  Louis  Kipnis,  Leo  B.  Mittel- 
man,  and  Robert  Silver,  Esqs.,  purported  attor- 
neys for  plaintiffs,  as  noticed  April  9,  1954,  of  wit- 
nesses, 

Benjamin  F.  Schwartz, 

Tom  Pryor, 

Joe  Schoenfeld, 

John  Doe  (Holljrwood  Editor  Associated  Press), 

Richard  Roe  (Hollywood  Editor  United  Press), 

Mickey  Rudin, 

Solomon  Gelfand, 

Phil  Wershil, 

Ed  Schweid, 

Julius  November, 

Eleanor  November,  and 

Bernard  Fischman, 

pursuant  to  notice,  motion,  affidavit  of  Bernard 
Reich,  and  Memo,  of  Points  and  authorities,  filed 
April  15,  1954. 

Each  of  Attorneys  Reich  and  Benedict  makes  a 
statement. 

Court  makes  a  statement  and  Orders  cause  con-i 
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tinued  to  June  28,  1954,  11  a.m.,  for  hearing  as  set 
forth  above,  on  the  Court's  own  motion. 

EDMUND  L.  SMITH, 
Clerk. 

By  MURRAY  E.  WIRE, 
Deputy  Clerk.  [490] 


EXHIBIT  No.  1 

[Attached  to  Affidavit  of  George  Benedict,  Jr.] 

Case  No.  ,59422 
Dept.  No.  1 

In  the  Eighth  Judicial  District  Court  of  the  State  of 
Nevada  in  and  for  the  County  of  Clark 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN,  Doing  Business  as  Wolverine  Textile 
Company,  and  Louis  Feuerman, 

Plaintiffs, 

vs. 

J.  MILLER  WALKER,  et  al.. 

Defendants. 

MOTION 

To  Said  Honorable  Court: 

The  defendants,  RKO  Pictures  Corporation  and 
RKO  Radio  Pictures,  Inc.,  (herein  collectively  re- 
ferred to  as  RKO)  move  this  Court  on  the  affidavit 
of  A.  W.  Ham,  Jr.,  swoni  to  on  March  17,  1954, 
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and  the  exhibits  attached  thereto  and  for  the  rea- 
sons stated  therein  for  an  order: 

(a)  determining  what  portions,  if  any,  of  the 
sum  which  will  be  paid  to  defendant  RKO  Pictures 
Corporation  by  defendant  Howard  R.  Hughes,  in  the 
event  said  Hughes  purchases  all  of  RKO  Picture 
Corporation's  assets,  shall  be  allocated  for  payment 
of  the  costs,  if  any,  and  disbursements,  if  any,  of 
all  plaintiffs  in  all  of  the  stockholders'  actions 
wherever  now  pending,  purporting  to  be  brought  on 
behalf  of  the  stockholders,  or  any  of  them,  of  de- 
fendant RKO  Pictures  Corporation  or  on  behalf 
of  said  defendant  against  Howard  R.  [493]  Hughes 
and  other  individual  defendants  and  Hughes  Tool 
Company,  including  in  said  sum  such  amount,  if 
any,  as  the  Court  may  determine  represents  a  fair 
and  reasonable  allowance  for  counsel  fees,  if  any, , 
and  other  lawful  expenses,  if  any,  in  connection  with  i 
the  prosecution  of  any  and  all  said  stockholders' ' 
actions,  derivative  and/or  representative;  and 

(b)  determining  and  fixing  the  respective  inter- 
ests, if  any,  in  said  allocated  fund,  if  any,  of  each  of  i' 
the  plaintiffs  in  each  of  the  various  stockholders' ' 
actions,  derivative  and/or  representative,  wherever  r 
they  are  now  pending; 

(c)  directing   that  the   RKO   defendants   upon  ii 
proof  of  payment  of  the  respective  interests,  if  any, 
as  determined  and  fixed  by  this  Court  in  accordance^' 
with  paragraphs  (a)  and  (b)  above,  either  to  the 
party  or  into  the  registry  of  this  Court  for  the  ac- 
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30unt  of  such  party,  be  released  and  dischai'pjcid 
From  any  and  all  liability  to  each  of  the  plaintiffs 
in  each  of  the  various  stockholders'  actions,  deriva- 
tive and/or  representative,  wherever  they  are  now 
pending,  in  connection  with  said  plaintiffs'  costs, 
if  any,  and  disbursements,  if  any,  in  said  actions  as 
5uch  costs  and  disbursements  are  described  in  para- 
graph (a)  above;  and 

(d)  for  such  other  and  further  relief  as  the  RKO 
iefendants  may  prove  themselves  to  be  entitled  to 
receive. 

Dated :  March  17,  1954. 

HAM  &  HAM  and 

DONOVAN,  LEISURE, 
NEWTON  &  IRVINE, 
A^ttorneys  for  Defendants  RKO  Pictures  Corpora- 
tion and  RKO  Radio  Pictures,  Inc., 

By  /s/  A.  W.  HAM,  JR., 

A.  W.  HAM,  JR. 

[Endorsed] :  Filed  March  19,  1954,  Nevada  Dis- 
trict Court.  [494] 
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EXHIBIT  No.  2 

[Attached  to  Affidavit  of  George  Benedict,  Jr.] 

Case  No.  59422 
Dept.  No.  1 

In  the  Eighth  Judicial  District  Court  of  the  State  of 
Nevada  in  and  for  the  County  of  Clark 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN, Doing  Business  as  Wolverine  Textile 
Company,  and  LOUIS  FEUERMAN, 

Plaintiffs, 

vs. 

J.  MILLER  WALKER,  et  al., 


Defendants. 


ORDER 


Upon  reading  and  filing  the  motion  of  RKO  Pic- 
tures Corporation  and  RKO  Radio  Pictures,  Inc., 
(herein  collectively  called  "RKO")  together  with 
the  affidavit  of  A.  W.  Ham,  Jr.,  sworn  to  on  March 
17,  1954,  and  the  exhibits  attached  thereto,  in  sup- 
port of  such  motion,  it  is 

Ordered,  that  the  motion  of  RKO  for  a  hearing 
and  determination  as  to  what  portion,  if  any,  of  the 
sum  which  will  be  paid  by  the  defendant  Hughes  for 
all  of  the  assets  of  defendant  RKO  Pictures  Corpo- 
ration, if  such  sale  be  consummated,  shall  be  al- 
located for  payment  of  all  costs  and  disbursements,; 
if  any,  including  all  counsel  fees,  if  any,  and  all 
other  lawful  expenses,  if  any,  of  all  plaintiffs  in  alii 
stockholders'  actions,  derivative  and/or  representa- 
tive, wherever  now  pending ;  and 
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For  a  hearing  and  determination  as  to  the  [515] 
apportionment  of  such  sum,  if  any,  amon^  all  such 
plaintiffs  to  the  extent  any  such  plaintiffs  shall 
show  themselves  entitled  to  participate  in  such  fund; 
and 

For  such  other  and  further  relief  as  movants  may 
show  themselves  entitled  to  receive: 

Shall  be  set  before  this  Court  at  Las  Vegas, 
Nevada,  on  the  5th  day  of  April,  1954,  at  9:30  a.m. 

Ordered  Further,  that  the  plaintiffs  herein  are 
hereby  stayed  from  prosecuting  their  cross-motion, 
presently  returnable  March  22,  1954,  for  costs  and 
disbursements  until  after  the  hearing  and  deter- 
mination of  the  aforesaid  motion  of  the  RKO  de- 
fendants. 

Ordered  Further,  that  service  of  a  copy  of  this 
order,  together  with  a  copy  of  the  RKO  defendants' 
aforesaid  Motion  and  the  affidavit  in  support 
thereof,  on  the  plaintiffs  and  their  attorneys  in 
each  of  the  pending  stockholders'  actions  derivative 
and/or  representative,  wherever  now  pending,  made 
by  mailing  copies  of  said  papers  in  securely  post- 
paid wrappers,  registered  mail,  return  receipt  re- 
quested, to  each  attorney  who  has  appeared  on  be- 
half of  the  plaintiffs  in  each  of  the  said  stockholders' 
actions,  on  or  before  March  22,  1954,  shall  be  deemed 
sufficient  notice  to  said  plaintiffs  and  their  attorneys 
of  the  pendency  of  said  motion  by  the  RKO  defend- 
ants. Where  a  plaintiff  is  represented  by  one  or 
more  firms  of  attorneys,  service  shall  be  sufficient  if 
such  copies  are  mailed  to  each  such  firm,  directed  to 
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the  firm  name  appearing  on  the   respective   com- 
plaints. 

A.  S.  HENDERSON. 

[Endorsed] :     Filed  March  20,  1954,  Nevada  Dis- 
trict Court.  [516] 


EXHIBIT  No.  3 

[Attached  to  Affida^dt  of  George  Benedict,  Jr.] 

Case  No.  59422 
Dept.  No.  1 

In  the  Eighth  Judical  District  Court  of  the  State  of 
Nevada  in  and  for  the  County  of  Clark 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN, Doing  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 

Plaintiffs, 

vs. 

J.  MILLER  WALKER,  FRANCIS  J.  O'HARA, 
JR.,  HOWARD  R.  HUGHES,  NOAH  DIET- 
RICH, NED  E.  DEPINET,  HUGHES  TOOL 
COMPANY,  RKO  PICTURES  CORPORA- 
TION and  RKO  RADIO  PICTURES,  INC., 

Defendants. 


FINDINGS  OF  FACT  AND 
CONCLUSIONS  OF  LAW 
A.     Nature  of  Action  and  Motion 

L     Defendant  Howard  R.  Hughes   (hereinafter 
called  "Hughes")  has  moved  to  dismiss  with  preju 
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dice  this  stockholders'  df^rivative  action  brought  on 
behalf  of  defendants  RKO  Pictures  Corporation 
(hereinafter  called  ^^RKO")  and  its  wholly-owned 
subsidiary,  RKO  Radio  Pictures,  Inc.,  (hereinafter 
called  ''Radio"),  on  the  ground  that  acceptance  of 
his  offer  to  purchase  all  the  assets  of  RKO  for  $23,- 
489,478.00  and  consummation  of  such  sale  pursuant 
to  the  offer  will  effectively  extinguish  all  claims  and 
causes  of  action  against  him  asserted  or  which  may 
be  asserted  by  or  on  behalf  of  such  corporation  and/ 
or  any  of  its  wholly-owned  subsidiaries  and  will 
make  this  action  against  them  moot;  and  on  the 
ground  that  consummation  of  such  sale  will  vest  in 
him  all  claims  and  causes  of  action  of  RKO  and/or 
Radio  (hereinafter  sometimes  referred  to  collec- 
tively as  "the  RKO  corporations")  which  [518] 
claims  or  causes  of  action  he  will  not  prosecute  and 
will  not  permit  to  be  prosecuted. 

2.  By  this  Court's  Order,  entered  February  11, 
1954,  as  amended  February  16,  1954,  hearing  on 
the  motion  to  dismiss  was  set  for  March  22,  1954, 
and  pursuant  to  motion  of  the  defendant  Hughes, 
notice  of  such  hearing  in  a  form  approved  by  this 
Court  was  directed  to  be  given  to  all  the  stockholders 
of  RKO.  Such  notice  was  duly  and  timely  given  by 
mailing  a  copy  of  this  notice  to  each  stockholder 
with  the  proxy  statement,  and  the  hearing  began  on 
March  22,  1954. 

3.  Pursuant  to  Rule  23  (c)  of  the  Nevada  Rules 
of  Civil  Procedure  I  have  examined  into  the  fair- 
ness of  the  offer  submitted  by  Hughes  since  the 
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Federal  Court  in  Los  Angeles,  California.  On  March 
4,  1953,  an  amended  complaint  was  filed  which  added 
some  detailed  charges  but  did  not  change  the  nature 
of  the  basic  claims  asserted.  This  California  action 
alleges  both  of  the  causes  of  action  asserted  in  the 
present  Nevada  action. 

10.  Friedman,  California,  (state  court) :  On 
April  20,  1953,  Milton  Friedman  instituted  a  suit 
in  a  state  court  in  California  alleging  the  second 
cause  of  action  asserted  in  the  present  Nevada 
action. 

11.  Friedman,  California  (Federal  Court)  :  On 
April  27,  1953,  the  same  Milton  Friedman  instituted 
another  action  in  a  Federal  Court  in  Los  Angeles, 
California,  charging  a  violation  of  Section  16  (b)  of 
the  Securities  and  Exchange  Act  of  1934  and  seeking 
damages  from  Hughes  and  Depinet  as  a  result  of  the 
sale  of  their  RKO  stock  to  Screen  Associates,  Inc., 
and  the  subsequent  return  of  such  stock  to  [520] 
them. 

12.  Schiff,  New  York:  In  August,  1953,  Louis 
Schiff  and  Jacob  Sack  instituted  a  suit  in  a  state 
court  in  New  York  alleging  the  first  cause  of  action 
asserted  in  the  present  Nevada  action. 

13.  SchifP  and  Sack  also  instituted  a  representa- 
tive action  on  behalf  of  all  the  stockholders  of  RKO 
on  February  16,  1954,  in  the  Chancery  Court  of  the 
State  of  Delaware  seeking  to  enjoin  the  consumma- 
tion of  the  sale  of  RKO's  assets  to  Hughes  on  the 
ground    that    such    sale    was    fraudulent.    RKO 
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promptly  appeared,  answered  and  moved  for  an  im- 
mediate trial.  This  motion  was  granted  and  trial 
began  on  March  8,  1954.  RKO,  in  th(^  meantime,  at 
plaintiffs'  request,  produced  four  of  its  personnel 
for  examination  by  plaintiffs  before  trial.  The  trial 
concluded  on  March  11,  1954,  Decision  has  been 
reserved. 

14.  Schiff  and  Sack  on  February  18,  1954,  also 
instituted  a  representative  action  on  behalf  of  all 
stockholders  of  RKO  on  February  18,  1954,  in  the 
Supreme  Court  of  the  State  of  New  York.  This 
action  was  in  all  material  respects  identical  with 
the  Delaware  action  described  in  paragraph  13. 

C.     Hughes'  Offer  and  Coi'porate  Action 

15.  On  February  7,  1954,  the  defendant  Hughes 
offered  to  purchase  all  of  the  assets  of  RKO  Pic- 
tures Corporation  for  $23,489,478.00  in  cash  sub- 
ject to  certain  conditions  set  forth  in  such  offer. 

16.  The  board  of  directors  on  February  12  and 
13,  1954,  considered  such  offer  and  on  the  latter  date 
accepted  same  and  authorized  a  duly  constituted 
officer  of  RKO  Pictures  Corporation  to  accept  the 
same  subject  to  appro A^al  of  the  stockholders  of 
RKO  in  the  manner  specified  in  the  offer. 

17.  I  find  that  prior  to  taking  any  action  upon 
the  consideration  or  acceptance  of  the  Hughes '  offer, 
the  board  of  directors  of  RKO  was  enlarged  and 
new  directors  were  elected,  and  that  the  quorum  of 
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four  directors  who  considered  the  offer  and  author- 
ized its  acceptance  consisted  exclusively  of  individ- 
uals who  were  not  defendants  in  any  pending  stock- 
holders' action;  that  they  were  not  interested  in  the 
transaction  represented  by  the  offer;  that  they  ex- 
ercised their  independant  judgment  in  considering 
the  merits  of  the  proposed  sale,  and  that  they  con- 
cluded on  the  basis  of  such  consideration  [521]  that 
it  was  in  the  interest  of  the  corporation  to  accept 
such  offer. 

18.  Thereafter,  the  president  of  RKO,  being  a 
duly  constituted  officer  of  RKO,  did  accept  such 
offer  of  Hughes,  subject  to  approval  of  the  stock- 
holders of  RKO  in  the  manner  specified  in  the 
offer. 

19.  In  conformity  wdth  the  bylaws  of  the  corpo- 
ration and  the  regulations  of  the  Securities  and  Ex- 
change Commission  a  proxy  statement  was  mailed  to 
each  stockholder  of  RKO  setting  forth  the  terms  and 
conditions  of  the  offer  and  all  other  relevant  infor- 
mation accompanied  by  a  formal  proxy  to  be  signed 
by  the  stockholder  authorizing  the  vote  of  the  stock- 
holder's share  for  or  against  the  proposed  sale  of 
the  assets  of  RKO  pursuant  to  such  offer. 

20.  On  March  18,  1954,  the  stockholders  of  RKO 
met  pursuant  to  the  call  of  the  directors  at  Dover, 
Delaware.  At  such  meeting  there  were  represented 
by  proxy  a  total  of  3,358,116  shares  out  of  the  total 
of  3,891,562  shares  of  the  common  stock  of  RKO 
issued  outstanding  and  entitled  to  vote. 

21.  At  such  meeting  of  the  stockholders  a  resolu- 
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tion  was  submitted  approving  the  acceptance  of  the 
offer  of  Hughes  for  the  purchase  of  all  the  assets. 
The  vote  upon  such  resolution  in  the  affirmative  was 
3,284,889  shares  consisting  of  2,022,769  shares  owned 
by  stockholders  other  than  Hughes  and  1,262,120 
shares  owned  by  Hughes.  The  vote  against  the  adop- 
tion of  the  resolution  was  73,227  shares. 

22.  I  find  that  the  occurrences  and  procedures 
recited  above  conform  to  applicable  law  and  to  the 
provisions  of  Article  18  of  the  certificate  of  in- 
corporation of  RKO  Pictures  Corporation;  and  in 
view  of  my  findings  and  conclusions  herein  set 
forth,  I  further  conclude  that  when  the  sale  trans- 
action is  consummated  it  will  be  valid  to  transfer 
title  to  the  assets  of  RKO  Pictures  CoiTioration  to 
Howard  R.  Hughes,  as  provided  in  the  offer. 

D.     Evaluation   of  Corporate  Assets   Other   Than 
Stockholders'  Derivative  Suits 

23.  The  Hughes  offer  did  not  allocate  any  ])oy- 
tion  of  the  stated  consideration,  $23,489,478.00,  to 
any  sj)ecific  assets  of  the  corporation.  The  board  of 
directors  of  RKO  Pictures  Corporation,  however, 
in  considering  the  offer  and  the  desirability  of  its 
acceptance  reviewed  at  length  the  [522]  nature  of 
the  various  assets  and  liabilities  and  the  available 
facts  bearing  upon  their  value  or  amount. 

24.  The  analysis  by  the  board  of  directors 
covered  not  only  the  assets  and  liabilities  as  stated  in 
the  current  balance  sheet  of  the  coi^ooration  but 
also  the  respects  in  which  the  book  values  of  such 
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assets  and  liabilities  may  not  reflect  their  present 
value  or  amount,  as  well  as  all  other  potential  assets 
or  liabilities  of  the  company  not  included  in  the 
balance  sheet.  In  appraising  the  fairness  and  ade- 
quacy of  the  Hughes  offer  the  directors  recognized 
that  the  values  of  certain  of  the  assets  and  liabilities 
were  not  precisely  determinable,  including  the  film 
library,  the  restricted  foreign  funds,  and  the  possi- 
ble contingent  asset  of  the  stockholders'  actions. 
Without  specifically  allocating  any  portion  of  the 
stated  consideration  of  $23,489,478.00  to  such  not 
precisely  determinable  assets,  the  board  considered 
the  same  and  arrived  at  its  decision  that  the  offer 
was  fair,  and  that  it  was  expedient  and  in  the  best 
interests  of  the  corporation  to  accept  the  same  and 
recommend  its  acceptance  to  the  stockholders.  In 
view  of  my  further  findings  with  respect  to  the 
merits  of  the  present  and  related  litigation,  I  have 
reached  the  conclusion  that  the  method  employed  by 
the  directors  was  a  proper  one ;  and  I  find  that  after 
allocating  the  necessary  part  of  such  purchase  price 
to  those  assets  capable  of  specific  evaluation,  there 
remains  a  reasonable  margin,  which  after  w^eighing 
all  of  the  factors,  I  find  to  be  an  ample  and  fair 
consideration  for  the  sale  of  the  assets  not  capable  of 
precise  evaluation,  including  the  derivative  stock- 
holders' actions. 

25.  I  conclude  that  the  purposes  of  Rule  23  (c) 
of  the  Nevada  Rules  of  Civil  Procedure  are  met  if 
the  Court  finds  from  a  consideration  of  all  the  facts 
that  the  entire  transaction  is  fair  and  reasonable 
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and  I  further  conclude  that  the  Court  is  not  re- 
quired to  find  specifically  as  to  the  exact  portion  of 
the  purchase  price  allocable  to  a  compromise  of  the 
pending  derivative  actions. 

E.     Analysis  of  Charges  Against  the   Defendants 
Other  Than  RKO  and  Against  Other  Directors 


F.  Approval  of  Compromise 

37.  I  find  and  conclude  that  the  compromise 
which  will  be  effected  by  the  defendant  Hughes' 
purchase  of  the  corporate  assets,  pursuant  to  his 
offer,  is  fair  and  adequate ;  that  it  is  in  the  interest 
of  the  corporation  and  its  stockholders  that  the  com- 
promise effected  by  the  offer  be  accepted;  and  that 
it  is  in  the  interest  of  the  stockholders  and  the  cor- 
poration that  such  compromise  be  approved  and 
that  this  action  be  dismissed  as  to  all  defendants 
with  prejudice. 

G.  Charge  That  These  Proceedings  Are  Collusive 

38.  It  has  been  variously  charged  in  ancillary 
,  proceedings  had  herein  as  well  as  in  other  actions 

pending  elsewhere  that  this  court's  jurisdiction  is 
a  product  of  collusion;  that  this  action  is  not  truly 
adversary;  and  that  the  representation  of  the  other 
stockholders  of  RKO  by  the  plaintiffs  is  inadequate. 
These  charges,  however  made,  have  been  specifically 
denied  by  everyone  whose  activities  have  been  im- 
pugned thereby,  and  I  have  received  and  considered 


224  Eli  B.  Castleman,  et  al., 

evidence  thereon.  I  find  from  the  evidence  that 
after  three  highly-publicized  derivative  actions  had 
been  instituted  in  various  jurisdictions,  in  none  of 
which  Howard  R.  Hughes  was  served  or  appeared, 
Floyd  Odium  (whose  firm,  Atlas  Corporation,  is  a 
large  stockholder  of  RKO)  sought  to  end  the  injury 
to  RKO  through  newspaper  trial  by  submitting  the 
controversy  to  speedy  judicial  determination  with 
the  chips  to  fall  where  they  may.  At  a  conference 
arranged  by  Odium,  Hughes'  representative  stated 
that  plaintiffs  were  free  to  pursue  any  policy  or 
course  they  desired  but  if  they  instituted  suit  in 
Las  Vegas,  Nevada,  where  Hughes  resides  and  is 
domiciled,  he  would  appear  and  answer.  I  find  that 
no  other  agreement  or  understanding,  express  or 
tacit,  was  made  by  the  parties  or  their  counsel. 
Plaintiffs  thereafter  instituted  this  action  and 
Hughes  appeared  and  ansAvered.  Hughes  Tool  Com- 
pany and  the  individual  defendants  also  appeared 
and  answered.  The  RKO  corporate  defendants, 
indispensable  parties  to  this  action,  likewise  ap- 
peared and  answered,  believing  it  to  be  in  the  best 
interests  of  the  stockholders,  and  so  notifying  them 
of  that  conclusion  to  have  the  controversy  litigated 
in  an  action  wherein  Hughes  was  a  defendant. 
Plaintiifs  have  [540]  examined  before  trial  in  con- 
nection with  this  action  more  than  twenty  parties 
and  witnesses  whose  testimony  runs  to  more  than 
2,500  pages.  More  than  180  exhibits  have  been 
marked  for  identification  in  the  course  of  those 
examinations.  This  action  was  set  for  trial  on  Jan- 
uaiT  4,  1954,  at  which  time  plaintiffs'  counsel  were 
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stayed  from  prosecuting  it  by  vii-tuc  of  an  order 
issued  by  tlu^  New  York  Court  in  connection  with 
an  appeal  taken  by  the  stockholder  plaintiffs  in  an 
action  pending  in  that  Court. 

39.  I  find  as  conclusions  of  fact  and  of  law  that 
this  Court's  jurisdiction  is  not  a  product  of  collusion 
of  any  type;  that  Howard  R.  Hughes  resides  and 
is  domiciled  in  Nevada;  that  this  action  is,  and  has 
been  conducted  as  a  truly  adversary  proceeding; 
that  plaintiffs  have  prosecuted  this  action  diligently ; 
that  the  stockholders  of  RKO  have  been  fully  and 
adequately  represented  by  plaintiffs,  and  that  the 
judgment  dismissing  this  action  with  prejudice  is 
binding  upon  all  other  stockholders  of  RKO. 

Dated:     March  30,  1954. 

FRANK  McNAMEE, 

District  Judge. 

[Endorsed]:  Filed  March  30,  1954,  Nevada 
District  Court.  [541] 
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EXHIBIT  No.  4 
[Attached  to  Affidavit  of  George  Benedict,  Jr.] 

Case  No.  59422 
Dept.  No.  1 

In  the  Eighth  Judicial  District  Court  of  the  State  of 
Nevada  in  and  for  the  County  of  Clark 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN, Doing  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 

Plaintiffs, 

vs. 

J.  MILLER  WALKER,  FRANCIS  J.  O'HARA, 
JR.,  HOWARD  R.  HUGHES,  NOAH  DIET- 
RICH, NED  E.  DEPINET,  HUGHES  TOOL 
COMPANY,  RKO  PICTURES  CORPORA- 
TION and  RKO  RADIO  PICTURES,  INC., 

Defendants. 

ORDER 

On  the  22nd  day  of  March,  1954,  came  on  to  be 
heard  the  motion  of  defendant  Howard  R.  Hughes 
to  dismiss  this  proceeding.  Appearing  in  court 
were  all  parties  to  this  action  duly  represented  by 
counsel,  and  also  appearing  by  counsel  were  the  fol- 
lowing stockholders,  not  parties  to  the  action: 
Julius  November,  Eleanor  November,  and  Sidney 
Schwartz. 


vs.  Howard  Hughes,  etc.,  et  al.  227 

Upon  the  pleadings  and  the  evidence,  it  appearing 
to  the  Court  that  the  defendant  Hughes  has  offered 
to  purchase  all  the  assets  of  the  defendant  RKO 
Pictures  Corporation  for  $23,489,478.00;  that  the 
consummation  of  such  sale  will  extinguish  all  claims 
and  causes  of  action  asserted,  or  which  may  be  as- 
serted, against  Hughes  by  or  on  behalf  of  such 
corporation  or  any  of  its  wholly-owned  subsidiaries ; 
that  the  consummation  of  such  sale  will  vest  in 
him  all  claims  and  causes  of  action  against  all  other 
defendants  and  directors;  that  he  has  vStated  he 
will  not  prosecute  [543]  and  will  not  permit  to  be 
prosecuted  the  causes  of  action,  if  any,  with  respect 
to  defendants  Hughes  Tool  Company,  Depinet,  Diet- 
rich, O'Hara,  and  Walker,  or  with  respect  to  the 
other  directors;  that  the  offer  when  consummated 
will  result  in  a  compromise  of  this  and  all  other 
derivative  and  representative  actions  and  will  ren- 
der them  moot. 

It  further  appearing  that  pursuant  to  the  order 
of  this  Court  dated  February  11,  1954,  as  amended 
February  16,  1954,  due  and  timely  notice  of  the 
hearing  upon  such  motion  to  dismiss  this  action 
with  prejudice  was  given  to  all  stockholders  of  RKO 
Pictures  Corporation  by  mailing  to  each  such  stock- 
holder, with  the  proxy  statement  dated  February 
28,  1954,  a  copy  of  such  notice  in  the  form  directed 
by  this  Court ;  and  that  no  stockholder  or  party  has 
appeared  to  oppose  the  dismissal;  and  it  further 
appearing  on  the  basis  of  the  Findings  of  Fact  and 
Conclusions  of  Law  filed  herewith  that  such  offer 
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is  fair  and  reasonable  and  that  the  sale  of  all  the 
assets  of  RKO  Pictures  Corporation  to  Howard 
R.  Hughes  in  accordance  therewith  should  be  ap- 
proved as  a  compromise  and  settlement  of  this 
action, 

It  is  accordingly  Ordered,  that  the  sale  of  all  of 
the  assets  of  RKO  Pictures  Corporation  to  the  de- 
fendant Howard  R.  Hughes  is  hereby  approved  by 
the  Court  pursuant  to  the  provisions  of  Rule  23 
(c)  of  the  Nevada  Rules  of  Civil  Procedure.  This 
Order  is  interlocutory  only ;  and  at  any  time  within 
ten  days  from  the  date  of  this  Order  a  Pinal  Order 
dismissing  the  cause  of  action  with  prejudice  may 
be  entered  by  any  party  without  notice  to  any  other 
parties  upon  an  af&davit  showing  that  the  purchase 
agreement  has  been  consummated,  such  Final  Order 
to  provide,  however,  that  this  Court  shall  retain 
jurisdiction  of  this  cause  for  the  sole  purpose  of 
hearing  and  determining  plaintiffs'  cross-motion  for 
award  of  costs  and  fees  and  the  motion  of  defend- 
ant RKO  Pictures  Corporation  to  settle  all  costs 
and  fees,  unless  theretofore  determined  by  stipula- 
tion. 

Entered  this  30th  day  of  March,  1954. 

FRANK  McNAMEE, 

District  Judge. 

[Endorsed] :  Filed  March  30,  1954,  Nevada  Dis- 
trict Court  [544] 
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EXHIBIT  No.  5 
[Attached  to  Affidavit  of  George  Benedict,  Jr.] 

Case  No.  59422 
Dept.  No.  1 

In  the  Eighth  Judicial  District  Court  of  the  State  of 
Nevada  in  and  for  the  County  of  Clark 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN,  Doing  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 

P  Plaintiffs, 

vs. 

J.  MILLER  WALKER,  FRANCIS  J.  O'HARA, 
JR.,  HOWARD  R.  HUGHES,  NOAH  DIET- 
RICH, NED  E.  DEPINET,  HUGHES  TOOL 
COMPANY,  RKO  PICTURES  CORPORA- 
TION and  RKO  RADIO  PICTURES,  INC., 

Defendants. 

MOTION  FOR  FINAL  JUDGMENT 

The  defendant  RKO  Pictures  Corporation  (herein 
called  "RKO")  on  the  attached  affidavit  of  Roy  AY. 
j  McDonald,  respectfully  shows  the  Court  that  the 
!  purchase  agreement  between  Howard  R.  Hughes 
(herein  called  "Hughes")  and  RKO  heretofore 
established  by  the  offer  of  Hughes  dated  February 
7,  1954,  the  acceptance  by  RKO  pursuant  to  author- 
ity of  its  Board  of  Directors  dated  February  13, 
1954,  communicated  by  RKO  through  its  president 
on   February   15,    1954,   and   approved   by   RKO 'a 
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stockholders  on  March  18,  1954,  was  duly  and  finally 
consummated  on  March  31,  1954. 

The  defendant  RKO  respectfully  moves  that  this 
Court  enter  its  Final  Judgment  dismissing  this 
cause  with  prejudice,  pursuant  to  the  terms  of  the 
Interlocutory  Order  entered  herein  on  March  30, 
1954,  such  Final  Judgment  to  retain  jurisdiction  of 
this  [546]  cause  solely  for  the  purpose  of  hearing 
and  determining  the  motion  of  RKO  to  determine 
and  settle  all  costs,  if  any,  and  fees,  if  any,  to  which 
the  plaintiff  or  plaintiffs  in  any  derivative  or  repre- 
sentative action  purportedly  brought  on  behalf  of 
RKO  or  its  stockholders,  wherever  instituted  or 
pending,  may  be  entitled,  and  the  cross-motion  of 
plaintiffs  herein  for  award  of  costs  and  fees. 

Dated  this  1st  day  of  April,  1954. 

HAM  &  HAM, 

Las  Vegas,  Nevada; 

DONOVAN,  LEISURE, 
NEWTON  &  IRVINE, 
2  Wall  Street, 
New  York  5,  New  York ; 

/s/  ROY  w.  McDonald, 

2  Wall  Street,  New  York  5,  New  York;  Attorneys^ 
for  RKO  Pictures  Corporation. 

[Endorsed]:  Filed  April  1,  1954,  Nevada  Dis- 
trict Court  [547] 
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EXHIBIT  No.  6 
[Attached  to  Affidavit  of  George  Benedict,  Jr.] 

Case  No.  59422 
Dept.  No.  1 

In  the  Eighth  Judicial  District  Court  of  the  State  of 
Nevada  in  and  for  the  County  of  Clark 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN,  Doing  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 

Plaintiffs, 

vs. 

J.  MILLER  AVALKER,  FRANCIS  J.  O'HARA, 
JR.,  HOWARD  R.  HUGHES,  NOAH  DIET- 
RICH, NED  E.  DEPINET,  HUGHES  TOOL 
COMPANY,  RKO  PICTURES  CORPORA- 
TION and  RKO  RADIO  PICTURES,  INC., 

Defendants. 

FINAL  JUDGMENT  OF  DISMISSAL 

On  this  1st  day  of  April,  1954,  came  on  to  be 

heard  the   motion  of  RKO   Pictures   Corporation 

(herein  called  "RKO")   for  the  entry  of  a  Final 

I  Order  pursuant   to   the   proAdsions   of   the    Inter- 

I  locutory  Order  heretofore  entered  in  this  cause  upon 

i  the  30th  day  of  March,  1954; 

B     And  it  appearing  from  the  affidavit  of  Roy  W. 

I  McDonald,  filed  herein  on  this  date,  that  on  the 
31st  day  of  March,  1954,  in  the  City  of  Wilmington, 
State    of    Delaware,    the    defendant    Howard    R. 
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Hughes  (herein  called.  ''Hughes")  paid  to  RKO 
$23,489,478.00  and  that  on  such  date  and  at  such 
place  RKO  transferred  and  assigned  to  Hughes  all 
the  assets  of  RKO;  and  that  thereby  the  purchase 
agreement  between  Hughes  and  RKO  referred  to 
in  the  Interlocutory  Order  of  March  30,  1954,  has 
been  fully  and  finally  [552]  consummated ; 

It  is  accordingly  Ordered,  Adjudged  and  Decreed, 
that  the  above  styled  and  numbered  cause  be  and 
the  same  hereby  is  finally  dismissed  with  prejudice 
as  to  all  defendants ; 

And  it  appearing  to  the  Court  that  the  dismissal 
herein  adjudged  finally  determines  all  matters  and 
issues  as  between  the  plaintiffs  and  the  defendants 
upon  the  merits  of  this  litigation,  and  that  there  is 
no  just  reason  for  delay  in  entry  of  such  final  Judg- 
ment, it  is  directed  that  this  judgment  be  forthwith 
entered  as  final. 

Jurisdiction  of  this  action  is  retained  by  the 
Court  for  the  sole  purpose  of  hearing  and  determin- 
ing the  motion  of  RKO  to  determine  and  allocate 
all  costs  and  fees,  if  any,  allowable  to  the  plaintiffs 
in  any  stockholder's  representative  or  derivative 
action,  wherever  pending ;  and  to  hear  and  determine  ■ 
the  plaintiffs'  cross-motion  for  an  award  of  costs  - 
and  fees. 

Entered,  this  1st  day  of  April,  1954. 

FRANK  McNAMEE, 
Judge. 

[Endorsed]:  Filed  April  1,  1954,  Nevada  Dis-| 
trict  Court.  [553] 
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EXHIBIT  No.  7 
[Attached  to  Affidavit  of  George  Benedict,  Jr.] 

Case  No.  59422 
Dept.  No.  1 

In  the  Eighth  Judicial  District  Court  of  the  State  of 
Nevada  in  and  for  the  County  of  Clark 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN,  Doing-  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 

Plaintiffs, 
against 

J.  MILLER  WALKER,  FRANCIS  J.  O'HARA, 
JR.,  HOWARD  R.  HUGHES,  NOAH  DIET- 
RICH, NED  E.  DEPINET,  HUGHES  TOOL 
COMPANY,  RKO  PICTURES  CORPORA- 
TION and  RKO  RADIO  PICTURES,  INC., 

Defendants. 

FINAL  ORDER 

On  this  5th  day  of  April,  1954,  came  on  to  be 
heard,  pursuant  to  the  reservation  of  jurisdiction  in 
the  Final  Judgment  in  this  action  entered  April  1, 
1954,  the  following: 

1.  The  Motion  of  RKO  Pictures  Corporation 
and  RKO  Radio  Pictures,  Inc.,  filed  March  19, 
1954,  praying  for  an  order  determining  what  por- 
tion, if  any,  of  the  sum  paid  by  defendant  Howard 
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Exhibit  No.  7— (Continued) 
R.  Hughes  to  defendant  RKO  Pictures  Corporation 
for  all  the  assets  of  such  corporation  shall  be  allo- 
cated for  payment  of  all  costs  and  disbursements, 
if  any,  including  all  counsel  fees,  if  any,  and  all 
other  lawful  expenses,  if  any,  of  all  plaintiffs  in 
all  stockholders'  actions,  derivative  and/or  repre- 
sentative, wherever  now  [555]  pending;  and  deter- 
mining the  apportionment  of  such  sum,  if  any, 
among  all  such  plaintiffs  to  the  extent  any  such 
plaintiffs  shall  show  themselves  entitled  to  par- 
ticipate in  such  fund ;  and  directing  that  RKO  Pic- 
tures Corporation  and  RKO  Radio  Pictures,  Inc., 
upon  proof  of  payment  of  the  respective  interests, 
if  any,  as  determined  by  this  Court  on  such  motion, 
either  to  the  party  or  into  the  registry  of  this  Court 
for  the  account  of  such  party,  be  released  and  dis- 
charged from  any  and  all  liability  to  each  of  the 
plaintiffs  in  each  of  the  various  stockholders  actions, 
wherever  they  are  now  pending,  in  connection  with 
said  plaintiffs'  costs,  if  any,  and  disbursements, 
if  any,  in  said  actions ;  and 

2.  The  Cross-Motion  of  plaintiffs  Eli  B.  Castle- 
man,  et  al.,  dated  March  2,  1954,  for  an  order 
assessing  upon  RKO  Pictures  Corporation  and 
RKO  Radio  Pictures,  Inc.,  the  reasonable  expenses 
of  the  plaintiffs,  including  their  attorneys'  fees  and 
accountants'  fees,  in  such  amount  as  the  Court  shall 
determine  to  be  reasonable,  arising  out  of  and  in- 
curred in  the  prosecution  of  the  claims  and  causes 
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of  action  of  RKO  Pictures  Corporation  and  RKO 
Radio  Pictures,  Inc.,  by  said  plaintiffs;  and 

3.  The  Motion,  filed  April  2,  1954,  of  Vaughan  & 
Brandlin,  attorneys  at  law  of  Los  Angeles,  Califor- 
nia, on  behalf  of  Harry  Rosenthal  and  Gertrude 
Rosenthal,  for  an  allocation  to  vsuch  movants  of  a 
sum  as  costs,  disbursements,  counsel  fees,  and  other 
lawful  expenses ;  and 

4.  The  informal  application  by  letter  of  Morti- 
mer A.  Shajiiro  of  Nemerov  &  Shapiro,  attorneys 
at  law  of  New  York,  N.  Y.,  for  an  adjournment  for 
an  unstated  period  of  a  determination  with  respect 
to  the  rights,  if  any,  of  Nemerov  &  Shapiro  in  this 
matter. 

The  Court  thereupon  heard  the  evidence,  includ- 
ing the  exhibits  offered;  incorporated  as  a  part  of 
the  record  on  this  [556]  hearing,  all  prior  proceed- 
ings in  this  action,  including  but  not  limited  to  pro- 
ceedings, evidence,  and  exhibits  at  the  hearing  be- 
ginning March  22,  1954,  upon  the  motion  of  the 
defendant  Howard  R.  Hughes  for  dismissal  of  this 
action  with  prejudice  and  the  Findings  of  Fact, 
Conclusions  of  Law,  Order,  and  Final  Judgment 
entered  after  such  hearing;  heard  the  argument  of 
coimsel;  and  having  considered  the  same,  renders 
this  as  its  final  order  on  such  motions  and  applica- 
tion. 

The  Court  finds  and  concludes  from  such  record : 

1.  That  on  March  20,  1954,  the  Honorable  A.  S. 
Henderson,  a  Judge  of  this  Court,  signed  an  Order 
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of  this  Court  setting  the  above-described  motion  of 
RKO  Pictures  Corporation  and  RKO  Radio  Pic- 
tures, Inc.,  for  hearing-  by  this  Court  at  Las  Vegas, 
Nevada,  on  the  5th  day  of  April,  1954,  at  9 :30  a.m. 
and  ordering  that  service  of  a  copy  of  such  Order, 
together  with  a  copy  of  the  Motion  on  behalf  of  such 
corporations,  and  the  affidavit  in  support  thereof, 
on  the  plaintiffs  and  their  attorneys  in  each  of  the 
pending  stockholders '  actions,  derivative  and/or  rep- 
resentative, wherever  pending,  made  by  registered 
mail,  return  receipt  requested,  directed  to  the  attor- 
neys who  have  appeared  on  behalf  of  such  plain- 
tiffs on  or  before  March  22,  1954,  should  be  suffi- 
cient notice  to  said  plaintiffs  and  their  attorneys  of 
the  pendency  of  said  Motion. 

2.  That  on  March  22,  1954,  at  the  hearing  on  the 
Motion  to  Dismiss  this  action  with  prejudice,  cer- 
tain stockholders  appeared  in  person  or  by  counsel 
and  participated,  or  were  accorded  full  opportunity 
to  participate,  in  this  proceeding;  that  among  such 
stockholders  so  appearing  were  Sidney  Schwartz, 
appearing  by  Israel  Beckhardt,  Esq.,  and  Louis  Fie- 
land,  Esq.,  attorneys  of  New  York,  N.  Y.,  who  were 
admitted  for  the  purpose  of  participating  in  such 
hearing ;  and  Julius  November  and  Eleanor  Novem- 
ber, appearing  by  Foley  &  Foley,  [557]  attorneys 
of  Las  Vegas,  Nevada. 

3.  That  the  fund  from  which  allowances,  if  any, 
to  stockholders  who  are  plaintiffs  in  derivative  or 
representative  stockholders  actions,  wherever  pend- 
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ing,  for  their  reasonable  expenses,  if  any,  including 
attorneys'  fees,  if  any,  to  which  they  mip^ht  prove 
themselves  entitled,  I'esults  solely  from  the  offer 
of  the  defendant  Hughes  to  purchase  all  of  the 
assets  of  RKO  Pictures  Corporation ;  that  no  other 
Court  has  jurisdiction  over  the  defendant  Hughes 
in  any  of  the  stockholders'  actions  now  pending; 
that  insofar  as  such  offer  includes  the  claims  as- 
serted in  stockholders'  actions,  and  hence  has  the 
aspects  of  a  settlement  thereof,  it  is  subject  solely 
and  exclusively  to  the  jurisdiction  of  this  Court; 
that  such  fund  is  subject  only  to  such  orders  as  this 
Court  may  make  herein  after  due  and  lawful  notice. 

4.  That  on  March  22,  1954,  service  of  notice  of 
the  motion  of  RKO  Pictures  Corporation  and  RKO 
Radio  Pictures,  Inc.,  in  the  form  and  manner  pre- 
scribed by  the  Order  of  this  Court  dated  March  20, 
1954,  was  duly  and  legally  made  by  mailing  by  regis- 
tered mail  to  each  of  the  attorneys  listed  in  Exhibit 
B  to  the  affidavit  of  A.  W.  Ham,  Jr.,  Esq.,  dated 
March  17,  1954,  filed  in  support  of  such  Motion  of 
RKO  Pictures  Corporation  and  RKO  Radio  Pic- 
tures, Inc.,  a  copy  of  such  Order  of  this  Court 
dated  March  20,  1954,  a  copy  of  such  Motion,  and 
a  copy  of  the  affidavit  in  support  thereof,  with  its 
exhibits. 

5.  That  due  proof  of  such  service  has  been  made 
before  this  Court. 

6.  That  each  of  the  plaintiffs  and  their  counsel 
so  duly  served  with  notice  of  this  hearing  and  each 
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of  the  attorneys  so  duly  served,  with  the  exception 
of  those  hereinafter  specifically  named  and  disposed 
of,  have  failed  to  appear  and  make  any  showing 
that  [558]  they  are  entitled  to  claim  or  recover  any 
sum  of  money  as  reimbursement  for  expenses,  in- 
cluding attorneys'  fees,  out  of  the  fund  received 
by  RKO  Pictures  Corporation  from  the  sale  of 
its  assets  to  Howard  R.  Hughes;  but  on  the  con- 
trary, each  of  such  plaintiffs  and  each  of  such  coun- 
sel, except  those  hereinafter  specifically  named  and 
disposed  of,  have  defaulted  on  this  Motion. 

7.  That  the  plaintiffs  Eli  B.  Castleman,  et  al., 
on  their  motion,  have  established  that  they  are  en- 
titled to  recover  from  such  fund  their  reasonable 
expenses;  that  a  reasonable  allowance  to  them  for 
such  expenses  is  as  follows: 

For  attorneys'  fees,  $125,000.00; 

For  accountants'  fees,  $25,000.00 ; 

For  disbursements  for  expenses  of  their  at- 
torneys, $8,000.00 ; 

For  disbursements  for  expenses  of  their  ac- 
countants, $2,000.00; 

that  such  allowance  shall  cover  all  fees  for  all  at- 
torneys who  have  appeared  in  any  action,  wherever 
pending,  on  behalf  of  Eli  B.  Castleman,  et  al.,  the 
plaintiffs  in  this  action,  and  all  accountants  or  others 
who  have  rendered  any  services  on  their  behalf, 
whether  or  not  such  attorneys  or  accountants  have 
appeared  in  this  Court. 
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8.  That  the  stockholders  Harry  Rosenthal  and 
Gertrude  Rosenthal,  and  their  attorneys  Vau^han 
&  Brandlin,  did  not  confer  any  benefit  upon  RKO 
Pictures  Corporation  or  RKO  Radio  Pictures,  Inc., 
or  contribute  to  any  benefit  to  such  corporations,  by 
their  activities;  that  they  sought  to  intervene  in  an 
action  by  Eli  B.  Castleman,  et  al.,  pending  in  the 
District  Court  of  the  United  States  for  the  Southern 
District  of  California  at  Los  Angeles,  California; 
that  said  application  for  leave  to  intervene  has  not 
been  granted;  and  that  such  stockholders  and  their 
counsel  are  not  entitled  to  recover  [559]  any  sum 
from  either  RKO  Pictures  Corporation  or  RKO 
Radio  Pictures,  Inc.,  by  reason  of  such  activities. 

9.  That  no  good  cause  has  been  shown  for  de- 
ferring a  ruling  upon  the  rights  of  Nemerov  & 
Shapiro,  Esqs.,  in  this  action. 

10.  That  there  has  been  no  shomng  by  any  stock- 
holder (other  than  plaintiffs  herein)  or  any  attor- 
neys (other  than  attorneys  for  plaintiffs  herein), 
that  any  such  stockholder  or  attorney  has  conferred 
any  benefit  on  RKO  Pictures  Corporation  or  RKO 
Radio  Pictures,  Inc.,  or  contributed  in  any  degree 
to  any  such  benefit,  by  reason  of  the  various  stock- 
holders' derivative  and  representative  actions  else- 
where instituted;  that  the  evidence  tends  over- 
whelmingly to  show  that  such  of  the  other  actions 
as  were  instituted  after  this  action  created  need- 
less expense  to  such  corporations  by  the  proseeii- 
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tion  of  actions  which  duplicated  the  causes  of  action 
here  asserted,  or  else  were  actions  without  factual 
or  legal  merit,  in  jurisdictions  where  the  plaintiffs 
were  unable  to  secure  jurisdiction  over  the  defend- 
ant Hughes;  that  the  evidence  also  tends  over- 
whelmingly to  show  that  the  only  action  instituted 
prior  to  this  action  (except  the  actions  in  New  York 
and  California  instituted  by  Eli  B.  Castleman, 
et  al.)  is  the  action  by  Sidney  Schwartz  in  New 
York,  in  which  the  individual  defendant  Hughes 
was  not  served  and  in  which  there  has  been  no 
joinder  of  issue;  and  there  has  been  no  showing 
that  any  stockholder,  attorney,  or  other  person  is 
entitled  to  recover  any  amount  from  the  sum  now 
mthin  the  jurisdiction  of  this  Court. 

It  is,  accordingly,  Ordered,  Adjudged  and  De- 
creed : 

1.  That  the  Motion  of  RKO  Pictures  Corpora- 
tion and  RKO  Radio  Pictures,  Inc.,  be  and  the  same 
is  hereby  granted,  and  the  Court  hereby  allocates 
the  sum  of  One  Hundred  and  Sixty  Thousand 
($160,000.00)  Dollars  for  the  pajnnent  of  costs  and 
disbursements  [560]  in  all  the  stockholders'  actions, 
wherever  now  pending,  purporting  to  be  brought 
on  behalf  of  the  stockholders,  or  any  of  them,  of 
defendant  RKO  Pictures  Corporation,  or  on  behalf 
of  said  defendant,  against  Howard  R.  Hughes  and 
other  individual  defendants  and  Hughes  Tool  Co.; 
and  the  Court  hereby  determines  and  fixes  the  inter- 
ests in  such  fund  as  hereinafter  provided. 
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2.  Tliat  th(3  cross-motion  of  the  plaintiffs  Eli  B. 
Castleman,  et  al.,  for  allowance  of  their  reasonable 
expenses  is  granted;  and  judgment  is  here  rendered 
that  Eli  B.  Castleman  and  Marion  V.  Castleman, 
doing  business  as  Wolverine  Textile  Company,  and 
Louis  Feuerman  have  and  recover  of  and  from 
RKO  Pictures  Corporation  and  RKO  Radio  Pic- 
tures, Inc.,  jointly  and  severally,  the  sum  of  One 
Hundred  and  Sixty  Thousand  ($160,000.00)  Dollars 
as  reimbursement  of  such  plaintiffs  for  all  ex- 
penses for  attorneys  and  accountants  and  other  dis- 
bursements incident  to  the  prosecution  of  this  and 
all  other  actions  in  which  Eli  B.  Castleman,  et  al., 
or  any  of  them,  are  plaintiffs  as  stockholders  of 
RKO  Pictures  Corporation. 

3.  That  the  motion  on  behalf  of  Harry  Rosen- 
thal and  Gertrude  Rosenthal,  and  their  attorneys 
Vaughan  &  Brandlin,  for  an  allowance  for  costs, 
disbursements,  and  expenses,  be  and  the  same  is 
hereby  denied. 

4.  That  the  informal  application  of  Mortimer  A. 
Shapiro,  and  the  firm  of  Nemerov  &  Shapiro,  that 
the  action  of  this  Court  with  respect  to  the  rights, 
if  any,  of  such  firm  in  this  matter  be  and  the  same 
is  hereby  denied. 

5.  That  RKO  Pictures  Corporation  and  RKO 
Radio  Pictures,  Inc.,  be,  and  they  hereby  are,  re- 

{ leased  and  discharged  from  any  and  all  claims  by 
any  plaintiff  or  other  stockholder  of  RKO  Pictures 
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Corporation  (other  than  the  plaintiffs  herein  as 
hereinabove  [561]  adjudged  and  decreed)  in  any 
action  purported  to  be  brought  on  behalf  of  RKO 
Pictures  Corporation  or  RKO  Radio  Pictures,  Inc., 
or  both,  wherever  instituted  or  pending,  for  at- 
torneys' fees,  accountants'  fees,  or  other  expenses, 
asserted  to  have  been  incurred  in  any  such  action 
or  actions. 

Entered  this  5th  day  of  April,  1954. 

FRANK  McNAMEE, 
Judge. 

[Endorsed]:     Filed  April  15,  1954,  Nevada  Dis- 
trict Court.  [562] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT    OF    BERNARD    REICH    IN 
OPPOSITION  TO  MOTION  TO  DISMISS 

State  of  California, 
County  of  Los  Angeles — ss. 

Bernard  Reich  being  first  duly  sworn,  deposes 
and  says: 

1.  I  am  the  attorney  for  the  plaintiffs  and  the 
proposed  interveners  in  the  above  matter,  and  make 
this  affidavit  in  opposition  to  the  motion  to  dismiss. 

2.  The  grounds  of  my  opposition  are  as  follows: 
(a)     The  Nevada  proceedings  are  not  res  judicata 
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and  do  not  bar  the  further  prosecution  of  this  law- 
suit; 

(b)  Before  there  can  be  a  dismissal  plaintiffs 
and  the  proposed  interveners  are  entitled  to  a  sepa- 
rate trial  of  the  issues  raised  with  respect  to  the 
Nevada  action,  that  is,  whether  the  action  was 
collusive,  or  at  [636]  least  whether  it  was  truly  ad- 
versary. 

(c)  Before  there  can  be  a  separate  trial  as  afore- 
said plaintiffs  and  proposed  interveners  are  entitled 
to  discovery,  including?  the  taking  of  the  deposition 
of  Mr.  Hughes  and  the  appointment  of  a  Special 
Master,  all  as  previously  and  timely  moved. 

3.  First  with  respect  to  the  ground  of  opposi- 
tion that  the  Nevada  proceedings  are  not  res  judi- 
cata: 

(a)  The  moving  papers  on  their  face  show  that 
the  only  motion  leading  to  the  final  judgment  of 
which  the  stockholders  had  notice  was  a  motion  to 
dismiss  not  on  the  merits  but  on  the  ground  of 
mootness,  in  that  Mr.  Hughes  was  about  to  purchase 
the  assets  of  RKO,  including  the  actions  against 
him.  They  show  that  the  action  in  Nevada  was  not 
in  fact  or  in  law  dismissed  on  the  ground  of  which 
the  stockholders  had  notice,  but  that  the  Nevada 
court  at  the  instance  of  the  defendants  converted  the 
motion  so  as  to  approve  the  sale  of  the  assets  as  a 
'compromise"  of  the  lawsuits  and  dismissed  on  the 
merits ;  that  the  stockholders  were  not  given  notice 
of  the  '^ compromise"  in  accordance  with  Nevada 
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Rule  23(c)  which  corresponds  to  Rule  23(c)  of  the 
Federal  Rules  of  Civil  Procedure.  Without 
analyzing  the  proceedings  in  Nevada,  the  sense 
of  it  is  that  the  defendants  first  contended  that 
Mr.  Hughes'  offer  v^as  an  offer  to  ''purchase"  which 
rendered  the  stockholder  suits  moot.  Once,  however, 
they  obtained  in  Delaware  an  adjudication  against 
vacating  the  sale,  the  defendants  sought  to  obtain 
the  benefits  of  Rule  23(c).  The  stockholders  never 
had  any  notice  that  the  Nevada  court  would  hear 
evidence  [637]  on  whether  or  not  the  offer  of  Mr. 
Hughes  was  a  fair  "compromise"  of  the  lawsuits 
against  Mr.  Hughes.  In  this  connection  and  in  this 
California  action  Mr.  Hughes'  counsel,  Mr.  Ray- 
mond Cook  of  Texas,  denied  that  his  client's  offer 
was  in  effect  a  compromise  of  the  various  suits. 
In  order,  however,  to  give  to  the  Nevada  decree 
respectability  and  lay  foundation  for  the  instant 
motion  to  dismiss,  defendants  introduced  in  Nevada, 
without  prior  notice  to  the  stockholders  or  to  the 
proposed  interveners,  the  issue  of  ''compromise" 
under  Rule  23(c). 

(b)  Prior  to  the  hearings  which  led  to  the 
Nevada  judgment  the  proposed  interveners  here, 
the  Novembers,  had  sought  to  intervene  in  the  Ne- 
vada action  and  were  refused.   They  appealed. 

In  view  of  the  refusal,  the  judgment  in  Nevada 
can  be  no  more  res  judicata  as  to  the  Novembers 
than  to  any  other  stockholder  who  did  not  appear 
in  the  Nevada  action. 
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Having  been  refused  intervention  in  tlie  Nevada 
action  the  Novembers'  intervention  in  this  action 
may  not  be  opposed  by  reference  to  the  Nevada 
judgment. 

(c)  Any  finding  by  the  Nevada  court  that  it 
finds  no  collusion  or  the  lack  of  a  fair  adversary 
proceeding  begs  the  question  and  is  not  binding  on 
this  Court.  The  principle  of  res  judicata  is  of 
course  subject  to  the  challenge  made  in  this  Court 
that  the  judgment  in  Nevada  was  obtained  by 
collusion,  or  that  there  was  not  in  Nevada  a  truly 
adversary  proceeding. 

4.  With  respect  to  the  issue  of  collusion  and/or 
whether  or  not  there  was  a  truly  adversary  pro- 
ceeding in  Nevada :  [638] 

(a)  I  incorporate  by  reference  all  of  my  affi- 
davits previously  filed  in  this  action; 

(b)  I  affirm  under  oath  herewith  the  oral  state- 
ments which  I  made  to  the  Court  in  each  and  every 
hearing  had  in  this  action; 

(c)  I  renew  each  and  every  one  of  my  motions, 
including  the  motion  (1)  for  the  appointment  of  a 
Special  Master,  (2)  to  set  aside  on  the  grounds  of 
fraud  that  part  of  the  order  of  January  12,  1954, 
which  did  not  vacate  the  quashing  of  the  service 
on  Mr.  Hughes,  and  (3)  for  leave  to  take  the 
deposition  of  Mr.  Hughes; 

(d)  I  respectfully  call  the  Court's  attention  to 
this  Court's  rulings  and  statements  on  a  hearing 
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oil  December  14,  1953,  referring  to  the  first  part 
of  the  hearing,  as  follows: 

(Page  3,  Lines  18  to  25)  : 

"The  Court:  Mr.  Reich,  I  have  studied  the 
affidavits  and  have  given  the  matter  considerable 
thought  and  have  come  to  a  more  or  less  of  a  con- 
clusion in  the  matter  and  that  is  that  I  am  going 
to  take  the  matter  off  calendar  and  hold  it  in  abey- 
ance until  there  has  been  a  trial  in  Nevada. 

"I  am  not  going  to  take  any  steps  or  do  anything 
that  would  interfere  with  that  court's  trial  of  the 
action.  I  don't  want  to  embarrass  that  court." 

(Page  7,  Line  17,  to  Page  8,  Line  1)  ; 

"And  I  have  heard  so  much  about  this  case  and 
there  has  been  so  much  smoke  raised  is  one  reason 
why  I  have  come  to  the  conclusion  that  I  have. 
There  is  one  matter  pending  in  New  York  on 
appeal.  It  is  the  same  kind  of  [639]  an  investiga- 
tion. And  there  is  an  action  pending  over  there  in 
Nevada  that  I  understand  is  set  for  trial  in  the  first 
part  of  January.  Because  of  that  I  am  not  going 
to  take  any  steps  until  that  case  is  disposed  of. 

"I  have  read  some  of  the  cases  where  they  have 
authorized   and   approved   such   proceedings   after' 
judgment." 

(Page  9,  Lines  4  to  7)  : 

"The  Court:  I  will  give  you  an  opportunity  tO' 
reply  and  I  am  not  questioning  your  sincerity  of' 
purpose  at  all,   but  in  my  judgment   this  matter 
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should  not  be  heard  until  after  the  case  in  Nevada 
has  been  disposed  of." 

Now  referring  to  the  second  part  of  the  hearing 
in  a  separate  transcript : 

(Page  5,  Line  23,  to  Page  6,  Line  8) : 

''The  Court:  Counsel,  I  have  been  trying  to  tell 
you  that  I  am  willing  to  take  the  responsibility  in 
the  exercise  of  my  discretion  to  continue  this  motion 
until  after  that  case  is  disposed  of.  After  that  case 
is  disposed  of  if  you  claim  it  is  collusive — a  collusive 
judgment,  why,  then,  I  think  I  would  give  more 
serious  consideration  to  your  application  at  that 
time. 

"Mr.  Reich:  Very  well,  your  Honor,  I  accept 
that  iTiling. 

*'The  Court :  I  am  not  quarreling  with  you,  coun- 
sel. I  am  just  quarreling  with  the  timing.  I  dis- 
agree with  you  on  the  timing."  [640] 

(Page  7,  Lines  4  to  8)  : 

' '  The  Court :  I  am  not  going  to  appoint  a  master 
at  this  time. 

"To  appoint  a  master  at  this  time  in  effect  ques- 
tions the  integrity  of  that  court  and  those  proceed- 
ings and  I  am  not  going  to  do  it  at  this  time." 

(Page  26,  Lines  6  to  9) : 

"The  Court:  I  want  it.  And  then  it  seems  to 
me  your  next  move  if  you  claim  there  is  coUusion 
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here,  is  to  claim  there  is  extrinsic  fraud  in  grant- 
ing the  order  and  attacking  the  order." 

(Page  27,  Lines  5  to  19) : 

"The  Court:  I  am  going  to  take  the  motion  off 
calendar  until  after  the  Nevada  case  is  disposed  of. 

''I  am  not  claiming  there  is  not  merit  in  your 
argument.  There  may  be.  It  may  be  a  matter  for 
the  FBI  to  investigate.  There  may  be  such  a  fraud 
here  as  you  have  indicated  that  will  require  a 
broader  investigation  than  a  master  can  possibly 
make.  I  don't  know.  And  I  am  not  passing  upon 
it.  I  am  not  passing  upon  the  merits,  but  I  am 
just  saying  that  I  owe  that  courtesy  to  the  Nevada 
court  where  they  have  this  case  set  for  trial  and  not 
to  take  any  steps  that  would  look  like  a  reflection 
upon  that  court  at  this  time. 

"Now,  as  I  understand  your  position  you  do  not 
claim  that  any  fraud  was  perpetrated  by  the  court 
itself  but  you  are  claiming  that  counsel  by  collusion 
has  committed  fraud.  That  is  the  sum  and  substance 
of  your  argument. ' '  [641] 

(e)  This  Court  has  therefore  taken  the  con- 
sistent position  of  waiting  and  seeing  what  happens 
in  Nevada,  and  passing  on  no  motions  designed  to 
obtain  the  evidence  in  support  of  the  charges  made 
in  this  action.  This  Court  has  stated  that  it  was 
questioning  my  timing  and  that  it  would  be  time 
enough  after  the  termination  of  the  Nevada  pro- 
ceedings to  go  into  the  issues  of  collusion,  conspiracy 
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and  fraud.   Tlie  tiino  apparently  is  now  and  I  and 
the  proposed  interveners  so  move. 

5.  If  I  am  permitted  to  take  the  deposition  of 
Mr.  Hus^hes,  and  if  a  Special  Master  is  appointed, 
I  offer  to  prove  the  following: 

(a)  At  the  time  this  action  was  filed  Mr.  Hughes 
was  a  resident  of  the  State  of  California. 

(b)  Mr.  Hughes  removed  his  residence  to  Las 
Vegas,  Nevada,  as  part  and  parcel  of  a  scheme  and 
plan  to  deprive  this  Court  of  jurisdiction  and  to 
confer  jurisdiction  on  the  State  of  Nevada. 

(c)  As  part  of  this  scheme  and  plan  the  RKO 
defendants  and  the  individual  defendants,  w^ho  were 
not  residents  of  Nevada,  nevertheless  submitted  to 
that  jurisdiction. 

(d)  At  the  time  when  the  defendants  submitted 
to  the  jurisdiction  of  Nevada  there  was  and  there 
is  no  security  law  such  as  is  applicable  in  the  State 
of  California,  and  which  is  most  favorable  to  de- 
fendants in  a  minority  stockholder  action. 

(e)  The  plan  and  scheme  to  transfer  jurisdiction 
to  the  Nevada  court  included  the  dropping  of  an 
application  in  New  York  for  the  appointment  of  a 
receiver  w^here  it  was  misrepresented  that  there 
was  no  [642]  consideration  for  the  withdrawal.  It 
is  true,  how^ever,  that  I  have  no  evidence  of  any 
monetary  consideration;  but  it  is  equally  true  that 
tliere  was  "legal"  consideration,  in  that  the  agree- 
ment was  to  try   all  issues   in   the   Nevada   court 
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where,  however,  there  was  to  be  no  truly  adversary 
proceeding  and  where  in  fact  the  proceedings  were 
not  truly  adversary. 

(f)  As  part  of  the  plan  and  scheme  defendants 
took  some  18  depositions,  17  of  which  ran  only  to 
some  1,100  or  1,300  pages.  These  depositions  were 
not  truly  adversary  and  were  so  much  ''window 
dressing."  | 

(g)  As  part  of  the  plan  and  scheme  the  New 
York  action  was  dropped  and  the  Nevada  action 
was  begun,  both  without  the  knowledge  or  consent 
of  your  deponent. 

(h)  As  part  of  the  plan  and  scheme  this  action 
was  dismissed  without  the  knowledge  or  consent 
of  your  deponent. 

(i)  As  part  of  the  plan  and  scheme  the  New 
York  attorneys  for  the  plaintiffs  opposed  in  this 
action  the  vacation  of  the  order  of  dismissal  which 
this  Court  stated  was  unfairly  presented  to  it. 

(j)  As  part  of  the  plan  and  scheme  the  New 
York  attorneys  for  the  plaintiffs  sought  to  depose 
your  deponent,  prevent  him  from  fulfilling  his 
obligations  to  the  stockholders  and  to  this  Court, 
and  tried  to  obtain  control  of  this  action  in  order 
to  "kill  it." 

(k)  As  part  of  the  plan  and  scheme  the  defend- 
ants [643]  and  plaintiffs'  New  York  counsel  at- 
tempted to  lure  your  deponent  into  Las  Vegas  so 
as  to  lay  the  ground  work  for  a  claim  of  res  judi- 
cata, and  when  this  failed,  the  New  York  attorneys 
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for  the  plaintiffs,  by  false  affidavits,  sought  to  com- 
promise and  prejudice  your  deponent  before  this 
Court  and  the  Nevada  court. 

(1)  On  a  self-serving  motion  by  and  on  evidence 
of  the  defendants  alone,  and  again  v^ithout  a  truly 
adversary  proceeding,  the  Las  Vegas  court  found 
that  there  was  no  collusion  in  the  Nevada  action. 

(m)  The  Nevada  court  permitted  no  interven- 
tion, except  with  respect  to  one  intervener  and  in 
this  instance  the  court  imposed  impossible  terms 
which  caused  the  intervener  to  withdraw. 

[^  (n)  Mr.  Hughes  never  testified  in  person  before 
the  Nevada  court.  In  fact  the  Nevada  couii:  founded 
its  judgment  primarily  on  the  ''suspect"  deposi- 
tions. 

(o)  As  part  of  the  plan  and  scheme  the  defend- 
ants and  plaintiffs'  New  York  counsel  attempted  to 
lure  your  deponent  to  Nevada  on  the  issue  of  coun- 
sel fees.  Failing  in  this,  the  defendants  paid  the 
fees  not  to  plaintiffs'  New  York  counsel  but  to  the 
plaintiffs,  knowing  full  well  that  there  was  a  dis- 
pute between  us  and  that  the  plaintiffs  had  no 
intention  of  meeting  their  obligations  to  me. 

6.  This  action  was  commenced  against,  among 
others,  RKO  Pictures  Corporation,  the  parent  com- 
pany, and  RKO  Radio  Pictures,  Inc.,  the  local 
operating  company.  The  parent  company  refused 
to  accept  ser\T.ce  in  this  jurisdiction  on  the  gTOund 
that  it  was  not  doing  business  here.  The  same 
company,  however,   [644]   sul^mitted   to   tlie   juris- 
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diction  in  Nevada.  Notwithstanding  I  know  from 
my  experience  with  the  parent  company  in  at  least 
a  half  dozen  anti-trust  actions,  and  from  other 
information,  that  the  parent  company  does  do  busi- 
ness in  this  state  sufficient  to  be  amenable  to  process, 
I  did  not  press  the  point  for  three  reasons:  (a) 
There  were  and  are  other  and  more  important 
issues,  (b)  it  was  Mr.  Hughes'  control  of  the  local 
operating  company  which  was  all-important,  and 
(c)  this  Court  and  the  defendants  had  urged  me 
not  to  upset  the  status  quo  until  the  Nevada  action 
was  terminated. 

To  any  argument  that  the  parent  company  is  a 
proper  party  defendant  I  say  that  this  defendant 
has  been  joined  in  the  action  and  that  no  motion 
to  dismiss  lies  on  the  ground  that  a  co-defendant 
has  been  named  but  not  served.  If  however  this  be 
important  to  the  motion  to  dismiss  I  respectfully 
request  a  continuance  of  the  motion  in  order  for 
me  to  effect  service  on  the  parent  company. 

7.  The  Nevada  court  found  that  it  was  the  only 
court  having  jurisdiction  over  Mr.  Hughes.  Such 
finding  obviously  is  not  binding  on  this  Court. 
There  has  been  no  final  determinaion  here  that 
Mr.  Hughes  is  not  subject  to  the  jurisdiction  of  this 
Court.  He  was  served  with  process.  He  made  a 
motion  to  quash  service.  Plaintiffs,  for  the  reasons 
already  given  to  this  Court  by  affidavit,  defaulted. 
I  have  moved  to  set  aside  this  default  on  the  ground 
of  mistake  and  fraud.  I  have  charged  that  Mr. 
Hughes'  removal  to  Las  Vegas,  Nevada,  and  the 
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default  of  the  plaintiffs  were  part  and  parcel  of 
th(^  plan  and  scheme  to  deprive  this  Court  of  juris- 
diction of  Mr.  Hu.ij^hes  and  of  this  lawsuit.  I  have 
repeatedly  requested  the  benefits  of  the  discovery 
procedures,  including-  the  deposition  of  Mr.  Hughes 
and  the  appointment  of  a  special  master,  not  [645] 
only  on  the  issue  of  collusion  but  on  the  issue  of 
Mr.  Hughes'  residence  and  the  circumstances  sur- 
rounding plaintiffs'  default  on  the  motion  to  quash. 

So  far  as  I  know  there  has  been  no  final  or  con- 
tested order  regarding  the  issue  of  this  Court's 
jurisdiction  of  Mr.  Hughes.  Even  if  there  is,  and 
even  if  such  an  order  is  appealable,  the  motion  to 
dismiss  cannot  be  predicated  on  that  ground,  since 
I  have  the  right  to  effect  service  on  Mr.  Hughes. 
The  fact  is  that  Mr.  Hughes  does  come  into  this 
state  in  the  dead  of  night  and  with  strong  safe- 
guards ;  but  if  it  be  vital  to  this  proceeding,  I  would 
undertake  to  effect  service  on  him,  and  for  that 
purpose  I  would  respectfully  request  a  continuance 
of  the  motion  to  dismiss. 

8.  With  respect  to  certain  allegations  set  forth 
in  the  affidavit  of  Roy  W.  McDonald  in  support 
of  motion  to  dismiss  with  prejudice,  and  using  his 
paragraph  numbers,  I  would  state  the  following : 

''3."  It  is  true  that  the  complaint  in  the  Nevada 
action  and  the  amended  complaint  subsequently 
filed  herein  embraced  the  identical  causes  of  action 
set  forth  in  this  action.  The  essential  facts  however 
are   as   follows:   The   complaint   in   the   California 


254  Eli  B.  Castleman,  et  al., 

action  was  filed  first.  In  the  main  it  followed  the 
complaint  filed  in  New  York  by  Mr.  Kipnis.  There- 
after the  California  complaint  was  substantially 
revised  by  me.  At  the  time  the  Novembers  sought 
to  intervene  in  Nevada,  Mr.  Kipnis'  complaint  in 
that  court  was  almost  identical  with  the  complaint 
which  I  first  filed  here  in  California.  Just  minutes 
before  the  court  in  Nevada  denied  the  November 
intervention,  Messrs.  Kipnis  and  Mittelman  filed 
an  amended  complaint,  so  that  the  court  then 
held  [646]  that  the  Novembers'  proposed  complaint 
in  intervention  (which  was  based  on  my  complaint 
here  in  California)  was  identical,  or,  at  least,  raised 
the  very  same  issues  as  did  Mr.  Kipnis'  amended 
complaint  just  previously  filed  in  Nevada. 

"4."  I  accept  Mr.  McDonald's  w^ord  that  some 
21  witnesses  were  examined  orally  by  plaintiffs  in 
the  Nevada  action.  Of  these  at  least  18  were  by 
deposition.  I  know  too  that  Messrs.  Kipnis  and 
Mittelman  have  represented  to  this  Court  that  17 
of  these  depositions  took  a  total  of  some  1,100  or 
1,300  pages.  Again  I  will  not  analyze  in  detail 
the  proceedings  in  Nevada,  but  I  think  it  appro- 
priate to  state  here  what  the  court  in  Nevada  found 
as  it  related  to  these  witnesses.  In  the  first  places 
the  findings  made  March  30,  1954,  page  24,  refer 
to  ''20  parties  and  witnesses  whose  testimony  runs 
to  more  than  2,500  (?)  pages."  This  Court  may 
remember  that  in  1953  I  called  its  attention  to  the 
admission  by  Mr.  Kipnis  that  the  17  depositions 
taken  to  that  date  consisted  of  only  1,100  or  1,300 
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pages.  Apparcmtly  3  or  4  more  depositions  or  wit- 
nesses doubled  the  amount  of  pages.  In  any  event  I 
am  prepared  to  prove  that  these  depositions  for  the 
most  part  were  a  "whitewash"  of  Mr.  Hughes.  If 
nowhere  else  it  is  borne  out  by  the  Findings  made 
in  Nevada.  On  page  7  of  those  Findings  the  court 
states  "that  the  charges  hereafter  stated  in  sub- 
paragraphs of  this  Finding  have  been  made  in 
various  of  the  stockholders'  actions,  including  this 
action,  and  have  in  each  case  been  put  in  issue  by 
denials  by  those  defendants  charged  who  were  be- 
fore the  court  in  the  particular  action  involved; 
further  [647]  that  the  depositions,  affidavits,  ex- 
hibits and  testimony  in  evidence  at  this  hearing  do 
not  tend  to  supi^ort  them  but  on  the  contrary  tend 
to  negative  them."   (Underlining  mine.) 

"  5. "  I  am  willing  again  to  take  the  word  of  Mr. 
McDonald  with  reference  to  Mr.  Hughes'  offer  to 
"purchase"  all  of  the  assets  of  RKO,  but  again  I 
point  to  the  fact  that  this  on  its  face  was  not  an 
offer  to  "compromise"  on  the  part  of  Mr.  Hughes 
but  an  offer  to  "purchase"  the  assets. 

"6."  I  do  not  doubt  that  the  motion  to  dismiss 
in  Nevada  was  made  and  the  notices  served  as  Mr. 
McDonald  states.  I  refer  the  Court  respectfully, 
however,  to  the  exhibits  mentioned  by  Mr.  Mc- 
Donald with  my  observation  that  nowhere  in  the 
{moving  i^apers  or  in  the  notices  were  the  stock- 
iholders  or  parties  given  notice  that  the  court  was 
going  to  consider  evidence  on  whether  or  not  Mr. 
Hughes'  offer  to  purchase  was  to  be  considered  an 
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offer  to  compromise,  or  that  it  would  take  evidence 
on  the  fairness  of  Mr.  Hughes'  offer  as  a  '^ com- 
promise" of  all  of  the  stockholder  actions  against 
him.  In  this  connection  I  refer  briefly  to  the  Ne- 
vada court's  Findings  wherein  in  paragraph  1  the 
nature  of  the  motion  is  given  as  one  to  dismiss 
on  the  ground  of  mootness  and  the  fact  that  con- 
summation of  the  ''sale"  would  vest  in  Mr.  Hughes 
all  of  the  claims  against  him.  The  Nevada  court 
then  states  in  paragraph  3  that  pursuant  to  Rule 
23(c)  of  the  Nevada  Rules  of  Civil  Procedure  it 
has  examined  into  the  fairness  of  the  offer  since 
the  offer  ''would  result  in  a  compromise  and  termi- 
nation of  this  and  all  other  derivative  and  repre- 
sentative actions."  [648]  The  court,  in  paragraph 
23  of  its  Findings,  states  that  Mr.  Hughes  did  not 
allocate  any  part  of  the  stated  consideration  of  some 
twenty-three  and  a  half  million  dollars  to  any  spe- 
cific assets  of  the  corporation.  In  paragraph  24  the 
court  states,  however,  that  the  l}oard  of  directors 
did  analyze  the  possible  contingent  asset  of  the 
stockholders'  actions,  but  that  it  did  not  allocate 
any  portion  to  any  asset  and  the  court  goes  on  to  ' 
say  that  the  method  employed  by  the  directors  was 
a  proper  one,  and  that  it  is  not  necessary  for  it  to  > 
allocate  the  value  of  the  derivative  stockholders' 
actions.  The  court  goes  on  to  find  no  liability  on 
the  part  of  Mr.  Hughes  or  the  other  defendants; ; 
nevertheless  in  a  separate  order  it  awards  counsel  i 
fees  and  costs  in  a  total  sum  of  $160,000. 

On   the   other  hand   the   Delaware   court   in   its  ' 
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decision  dated  March  26,  19r)4,  stated  that  "the 
board  of  directors  apparently  considered,  on  the 
basis  of  a  recommendation  of  RKO's  general  coun- 
sel (and  I  take  that  to  be  Mr.  McDonald  or  his 
law  firm),  that  $2,000,000  would  not  be  an  unreason- 
a))le  value  to  place  on  these  (stockholders')  waste 
actions  against  Hughes  and  other  directors."  So 
far  as  I  know  the  stockholders,  and  particularly  the 
Novembers,  did  not  know  that  on  the  simple  motion 
to  dismiss  on  the  ground  of  mootness,  that  (a)  Mr. 
Hughes  or  his  attorneys  wanted  Mr.  Hughes'  offer 
to  purchase  to  be  considered  or  to  be  "viewed" 
as  an  offer  of  compromise,  (b)  they  were  expected 
to  adduce  proof  as  to  the  fairness  of  the  com- 
promise, or  (c)  the  board  of  directors  had  allocated 
$2,000,000  as  a  compromise  of  the  several  actions. 
"With  respect  [649]  to  the  last  point,  even  the  Ne- 
vada court  apparently  did  not  know  what  allocation 
had  been  made  for  the  lawsuits. 


"7."  In  this  paragraph  of  his  affidavit  Mr.  Mc- 
Donald refers  to  the  hearing  on  March  22,  1954, 
and  states  that  "among  the  stockholders  present  in 
person  or  by  counsel  were  Julius  and  Eleanor  No- 
vember" and  that  their  Nevada  counsel  was  invited 
to  participate  and  to  interrogate  any  witnesses. 

The  Court's  attention  is  respectfully  referred  to 
tlie  order  of  the  Nevada  court  dated  March  30, 
1954,  being  Exhibit  4  to  the  Affidavit  of  George 
Benedict,  Jr.,  sworn  to  May  24,  1954,  in  which,  and 
referring  to  the  hearing  on  March  22,  1954,  the 
Nevada  court  states  on  page  2  that  notice  of  the 
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hearing  of  the  motion  to  dismiss  was  given  to  all 
''stockholders,"  and  that  ''no  stockholder  or  party 
has  appeared  to  oppose  the  dismissal." 

The  actual  facts  concerning  the  "presence"  of 
the  Novembers'  Nevada  counsel  at  the  hearing  on 
March  22nd  are  as  follows:  Since  the  Novembers 
had  been  refused  intervention,  the  defendants  (as 
the  Nevada  court's  order  indicates)  did  not  deem 
it  necessary  to  serve  the  Novembers'  counsel  with 
the  notice  of  motion  to  dismiss  the  Nevada  action. 
However,  as  the  Nevada  court's  order  indicates, 
they  did  receive  the  notice  of  hearing  and  the  papers 
in  support  of  the  motion  to  dismiss  as  "stock- 
holders." Their  Nevada  counsel  was  not  invited 
to  appear  at  all.  According  to  a  conversation  I  had 
with  Mr.  Tom  Foley,  the  Novembers'  Las  Vegas 
counsel,  he  was  present  as  an  observer  in  the  court- 
room on  [650]  what  he  supposed  to  be  a  motion  to 
dismiss  on  the  ground  of  mootness.  He  did  not  put 
in  any  legal  appearance,  nor  do  the  exhibits  which 
have  been  made  a  part  of  this  record  by  the  defend- 
ants state  to  the  contrary.  It  is  true  that  he  was 
invited  to  cross-examine,  of  which  privilege  he 
informed  me  he  did  not  avail  himself.  Not  having 
received  any  formal  notice  of  the  motion  to  dismiss, 
and  certainly  no  notice  that  the  hearing  would 
essentially  be  on  the  issue  of  whether  the  offer  of 
Mr.  Hughes'  was  a  fair  "compromise"  or  not,  or 
that  the  court  was  entertaining  any  motion  to  ap- 
prove a  compromise  pursuant  to  the  provisions  of 
Rule  23(c),  neither  he  nor  his  clients  therefore  were 
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in  a  position  to  adduce  their  own  evidence  on  the 
issue  actually  being"  tried  and  which  we  find  forms 
the  bulk  of  the  Nevada  court's  Findings. 

I  submit  that  Mr.  Foley's  presence  and  the  offer 
made  to  him  of  the  privilege  of  cross-examination 
is  not  sufficient  to  bind  the  Novembers  under  the 
principle  of  res  judicata.  Assuming,  however,  con- 
trary to  the  facts,  that  Mr.  Foley  was  served  with 
the  motion  papers  to  dismiss  on  the  ground  of 
mootness  and  that  he  made  a  legal  appearance  on 
March  22,  1954,  there  was  still  no  compliance  with 
Rule  23(c)  which  provides  that  in  a  class  action 
notice  of  the  proposed  ''dismissal  or  compromise" 
shall  be  given  to  all  members  of  the  class.  The  only 
notice  that  the  members  of  the  class  had  was  that 
on  a  certain  date  there  would  be  a  motion  to  dismiss 
on  the  arround  of  mootness. 


&•■ 


"11."  Again  I  have  no  reason  to  doubt  Mr. 
McDonald's  statements  in  this  paragraph,  including 
the  [651]  fact  that  the  Nevada  court  reserved  juris- 
diction for  the  sole  purpose  of  determining  and 
allocating  costs  and  fees  to  all  attorneys  in  all 
actions  wherever  pending.  The  fact  is  that  I  re- 
ceived a  notice  of  motion  inviting  me  to  come  to 
Las  Vegas  and  make  application  for  fees.  I  did 
not  do  so  because  the  Nevada  court  had  no  juris- 
diction over  me  or  over  the  services  that  I  rendered, 
and  I  wanted  my  fees  and  costs  fixed  by  this  Court. 
I  considered  the  motion  in  Nevada  as  another  chain 
in  the  acts  of  collusion  to  deprive  this  Court  of 
jurisdiction  and  to  transfer  jurisdiction  to  Nevada. 
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I  felt  that  the  Nevada  court  had  permitted  itself 
to  1)6  used  to  lure  me  into  Nevada  so  as  to  give 
some  respectability  to  the  defendants'  (and  plain- 
tiffs' New  York  counsel's)  claim  of  res  judicata. 

*'12."  Again  I  do  not  question  the  facts  as 
alleged  by  Mr.  McDonald  in  this  paragraph,  but  I 
say  again  that  Schiff  and  Sack  were  attacking  a 
sale  and  not  a  compromise,  and  that  the  judgment 
in  Delaware  on  its  face  is  not  res  judicata  of  the 
issues  before  this  Court.  In  fact  the  motion  to 
dismiss  is  not  based  on  the  Delaware  decree.  In- 
cidentally Mr.  Hughes  did  not  testify  in  that  action 
personally  or  as  far  as  I  can  see  even  by  deposition. 

'^14."  This  paragraph  alludes  to  the  question  of 
counsel  fees  and  costs.  Again  it  is  true  that  I  re- 
ceived notice  of  a  motion  by  the  defendants  to  hold 
a  hearing  on  this  issue.  I  have  given  my  reasons 
for  not  appearing.  I  would  add  here  the  further 
reason  that  I  would  not  waive  my  allegations  of 
collusion  by  making  an  appearance  in  Nevada  in 
support  of  a  claim  for  counsel  [652]  fees.  I  do 
not  want  counsel  fees  for  anything  that  occurred 
in  Nevada.  Moreover,  the  court  in  Nevada  did  not 
award  me  counsel  fees  for  the  simple  reason  that 
the  Castlemans  did  not  apply  for  counsel  fees  for 
me.  On  March  8,  1954,  Mr.  Kipnis  wrote  me  in  part 
as  follows : 

'^  Please  be  advised  that  there  has  been  circulated 
by  RKO  Pictures  Corporation  a  proxy  statement, 
a  notice  of  special  meeting  of  stockholders,  a  letter 
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from  the  president,  all   dated   February  28,   1954, 
and  a  notice  of  court  hearing. 

"In  connection  with  the  notice  of  court  hearing, 
we  have  served  a  cross-motion,  in  substance,  for  an 
order  to  reimburse  my  clients  for  counsel  and  ac- 
countants' fees  and  expenses. 

"Reimbursement  for  said  counsel  and  account- 
ants' fees  encompasses  wholly  and  solely  the  services 
rendered  by  Mr.  Mittelman  and  myself  and  others 
here  in  New  York  and  by  David  Zenoff,  Esq.,  of 
the  Nevada  Bar. 

"There  has  not  been  nor  will  there  be  any  claim 
made  by  my  clients,  or  by  us,  for  reimbursement  of 
counsel  and  accountants'  fees  or  expenses  for  any- 
one other  than  the  persons  above  mentioned  and 
specifically  excludes  any  claim  for  services  allegedly 
rendered  by  you.  If  you  believe  that  your  alleged 
services  are  compensable,  we  suggest  that  you  assert 
so  on  March  22,  1954,  at  10  a.m.  before  Judge  Mc- 

,  Namee  of  the  Eighth  Judicial  District  Court  of  the 
State  of  Nevada,  at  Las  Vegas,  Nevada,  specifying 

I  the  scope,  nature,  extent  and  value  of  the  same, 

j  if  any."  [653] 

Mr.  McDonald  and  other  counsel  for  the  defend- 
ants were  not  unaware  of  my  dispute  with  Messrs. 
Kipnis  and  Mittelman  and  never  for  a  moment  were 
misled  that  payment  to  the  Castlemans  of  counsel 

y  fees  and  costs  w^as  payment  to  me  of  any  part 
thereof.    The  reason  the  money  was   paid   to   the 

^1  Castlemans  rather  than  to  the  attorneys  is  obvious. 
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Defendants  intended  to  bind  me  by  paying  my 
clients  who  they  knew  would  not  jjay  me.  Since, 
however,  I  rendered  the  services  in  effect  to  RKO 
in  this  action  I  am  entitled  to  be  paid  by  it  in  this 
action,  particularly  when  the  payment  to  the  Castle- 
mans  in  the  Nevada  action  did  not  include  my 
services,  a  fact  well  known  to  the  defendants  and 
counsel. 

9.  I  want  to  make  it  clear  that  I  do  not  oppose 
the  motion  to  dismiss  "in  fact"  as  distinguished 
from  "in  law"  in  behalf  of  the  plaintiffs.  In  my 
opinion  plaintiffs  have  been  used  by  Messrs.  Kipnis 
and  Mittelman  so  that  they  did  not  and  do  not 
fairly  represent  all  the  members  of  the  class  of 
stockholders  they  purport  to  represent.  The  fact 
is  that  plaintiffs  and  Messrs.  Kipnis  and  Mittelman 
do  not  oppose  the  dismissal  as  they  did  not  oppose 
the  dismissal  of  June  26,  1953,  long  before  Mr. 
Hughes  made  any  offer  which  benefited  the  stock- 
holders. 

I  oppose  defendant's  motion  to  dismiss  in  behalf 
of  all  of  the  stockholders,  including  the  proposed 
interveners  Eleanor  and  Julius  November. 

I  oppose  the  dismissal  of  this  action  as  an  officer 
of  this  Court  and  on  the  authority  in  law  which 
I  have  set  forth  in  the  many  memoranda  which  I 
have  filed. 

I  designate  myself  as  attorney  for  the  plaintiffs 
only  because  I  wish  to  uphold  the  Local  Rules  of! 
this  Court  and  because  I  have  not  been  substituted ' 
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in  accordance  with  those  Rules.  So  long  as  I  am 
not  substituted,  and  so  long  as  my  name  [654] 
appears  of  record  as  attorney  for  the  plaintiffs,  I 
will  not  permit  my  clients  to  do  anything  by 
omission  or  commission  which  does  not  contribute 
to  the  fair  and  orderly  administration  of  justice 
and  which  is  not  consistent  with  the  best  interests 
of  the  whole  class  which  they  purport  to  represent. 

/s/  BERNARD  REICH. 

Subscribed   and   sworn  to   before   me   this   28th 
day  of  June,  1954. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  An- 
geles, State  of  California. 

[Endorsed]:    Filed  June  28,  1954.  [655] 


[Title  of  District  Court  and  Cause.] 

MOTION  FOR  COUNSEL  FEES  AND  COSTS 
FROM  THE  PLAINTIFFS 

Comes  Now  the  plaintiffs'  attorney,  Bernard 
Reich,  and  moves  this  Honorable  Court  for  an  order 
determining  the  amount  of  counsel  fees  and  costs 
for  plaintiffs'  attorney,  Bernard  Reich,  for  judg- 
ment in  that  amount  as  against  the  said  plaintiffs, 
and  for  all  proper  relief. 

Dated :  June  28,  1954. 

/s/  BERNARD  REICH, 

Attorney  for  Plaintiffs.  [684] 
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[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  BERNARD  REICH  IN  SUP- 
PORT OF  MOTION  FOR  FEES  AND 
COSTS  AS  AGAINST  PLAINTIFFS 

State  of  California, 
County  of  Los  Angeles — ss. 

Bernard  Reich  being  first  duly  sworn,  deposes 
and  says: 

1.  I  am  attorney  of  record  for  the  plaintiffs  and 
make  this  affidavit  in  support  of  my  motion  for  fees 
and  costs  as  against  the  plaintiffs. 

2.  On  Saturday,  December  13,  1952,  I  received 
at  my  home,  a  telephone  call  from  New  York  attor- 
neys Leo  B.  Mittelman  and  Louis  Kipnis.  They 
wanted  me  to  file  a  minority  stockholder  action  in 
the  state  court.  They  said  they  would  do  all  the  work 
and  were  prepared  to  pay  me  10%  of  the  attorneys' 
fees  for  acting  as  their  California  correspondent.  I 
told  them  that  I  wanted  to  file  actions  of  this  kind  in 
the  federal  court,  that  I  [685]  was  not  the  stooge 
type,  and  that  I  wanted  to  be  fully  responsible  for 
all  papers  filed.  They  said  they  did  not  want  a 
stooge,  and  that  they  would  leave  it  to  our  mutual 
friend  Bernard  D.  Fischman,  an  attorney,  of  New 
York  City,  to  fix  my  fee  in  addition  to  the  10%. 

3.  By  letter  of  May  18,  1953,  Mr.  Mittelman  con- 
firmed the  fee  an:'angement  as  follows : 

"Re :     Terms  of  Substitution : 
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''Our  agreement  was  that  in  consideration  of  your 
acting  as  our  local  counsel  in  the  California  action, 
you  would  receive  not  less  than  10%  of  all  the  fees 
we  might  be  awarded  in  our  several  actions.  In  the 
event  of  services  performed  by  you  in  excess  of 
those  anticipated,  it  was  agreed  that  Bernie  Fisch- 
man  would  deteiTnine  whether  and  to  what  extent 
you  were  to  receive  any  additional  sum. 

"In  our  letter  of  April  16,  1953,  we  stated  'Our 
obligation  will  survive  the  California  action.'  By  that 
we  meant  that  regardless  of  the  disposition  of  the 
California  action,  we  intended  to  and  would  honor 
our  agreement  with  you.  In  short,  please  accept  this 
letter  as  meaning  that  by  stepping  out  of  the  action 
your  rights  with  respect  to  our  arrangements  re- 
garding fees  and  costs  will  not  be  prejudiced." 

4.  To  go  back :  On  Monday,  December  15,  1952, 
I  received  in  the  mail  the  form  of  complaint  filed 
by  Mr.  Kipnis  in  the  New  York  state  court.  By 
3  o'clock  of  the  same  day,  I  had  revised  the  com- 
plaint to  conform  with  the  jurisdictional  require- 
ments of  the  federal  court  and  filed  it. 

5.  Later,  and  in  March,  1953,  I  prepared  and 
filed  an  amended  complaint.  [686] 

6.  In  view  of  the  representations  made  by  Mr. 
Kipnis  in  open  Court  that  he  prepared  all  the  plead- 
ings and  that  all  I  had  to  do  was  to  file  them,  I  re- 
])roduce  hereinafter  portions  of  the  correspondence 
b(4ween  these  New^  York  attorneys  for  the  plain- 
tiffs and  myself: 
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On  December  24,  1952,  I  wrote  Mr.  Mittelman 
in  part  as  follows: 

"You  simply  have  no  idea  what  Hughes  has  done 
to  RKO." 

"The  fee  you  mentioned  on  the  telephone  would 
indicate  only  damages  in  the  sum  of  $1,000,000.  Hold 
your  hat,  but  I  think  Hughes  has  cost  RKO  in  the 
neighborhood  of  $10,000,000." 

[I  was  wrong;  the  figure  was  nearer  $38,000,000 
than  $10,000,000.] 

"Remember  also  that  I  told  you  that  I  did  not  file 
the  action  here  as  a  flunky  or  even  for  a  $25,000 
fee.  I  am  prepared  to  amend  the  complaint." 

On  January  5,  1953,  I  wrote  Mr.  Mittelman  in 
part  as  follows: 

"In  any  event  don't  you  think  we  ought  to  amend 
the  complaint  even  while  you  are  talking  settle- 
ment?" 

On  January  21,  1953,  I  wrote  Messrs.  Mittelman 
and  Kipnis  in  part  as  follows : 

"Today's  Hollywood  Reporter  reports  that  the 
motion  for  appointment  of  a  receiver  will  be  with- 
drawn on  Monday  *  *  *."  [687] 

"Almost  every  day  I  receive  inquiries  from  the 
press  and  from  others  here  in  Los  Angeles  as  to 
whether  I  am  going  to  amend  the  complaint." 

By  letter  of  January  23,   1953,   Mr.   Mittelman 


I 
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characterized  his  releases  to  the  press  as  '^  double 
talk"  and  then  stated: 

'*In  connection  with  your  inquiry  about  amending 
the  complaint,  it  is  our  impression  that  in  the  classi- 
fication of  breaches  of  fiduciary  obligation  a  wide 
area  has  been  covered  under  which  a  broad  examina- 
tion could  be  held.  However,  we  are  receptive  to  any 
thoui2^hts  you  might  have  relative  to  amending  the 
complaint  and  we  would  be  pleased  to  have  your 
thoughts  as  to  the  specific  items  sought  to  be  em- 
braced in  the  amended  complaint."  [Later,  as  we 
shall  see,  he  changed  his  mind.] 

On  February  27,  1953,  I  advised  Mr.  Kipnis  that 
I  was  prepared  to  amend  the  complaint  in  the  par- 
ticulars set  forth  in  five  or  six  pages  which  con- 
stituted my  letter. 

On  February  28,  1953,  I  sent  Mr.  Kipnis  a  copy 
of  the  amended  complaint  which  I  subsequently 
filed. 

On  March  2,  1953,  Mr.  Kipnis  wrote  me  in  part: 

''I  believe  that  your  amendment  to  the  complaint 
will  make  it  so  broad  that  no  'Johnny-come-lately' 
will  be  able  to  claim  credit  for  any  aspect  of  the 
pleading." 

"Under  the  circumstances,  I  feel  that  the  filing  of 
the  amended  complaint  was  a  necessary  step  and  an 
advisable  one."  [688] 

It  will  be  noted  that  originally  Messrs.  Ki])nis 
and  Mittelman  felt  that  an  amended  complaint  was 
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not  necessary.  Not  only  did  they  change  their  mind, 
but  in  Nevada  and  in  the  face  of  petitions  for  in- 
tervention, they  amended  their  complaint  to  conform 
to  the  categories  which  I  alleged  in  the  amended 
complaint. 

7.  I  have  in  previous  affidavits  set  forth  what 
occurred  thereafter  as  between  plaintiffs'  New  York 
counsel  and  myself.  I  incorporate  herein  all  of  those 
affidavits  with  the  same  force  and  effect  as  if  I  were 
to  set  them  forth  ad  hoc  herein. 

8.  I  incorporate  by  reference  in  the  same  way  my 
affidavit  filed  simultaneously  herewith  in  opposition 
to  the  motion  to  dismiss. 

9.  For  the  convenience  of  the  Court,  I  would 
summarize  all  of  my  affidavits  as  follows: 

(a)  Almost  from  the  very  beginning  plaintiffs' 
New  York  attorneys  have  not  acted  in  good  faith  so 
far  certainly  as  I  was  concerned.  They  failed  to  take 
me  into  their  confidence  at  several  points,  to  wit, 
they  kept  from  me  as  long  as  possible  their  meeting 
with  Hughes'  representatives  at  the  Cochran  Ranch 
in  Indio ;  they  commenced  the  action  in  Las  Vegas, 
Nevada,  without  my  prior  knowledge  or  consent; 
they  dropped  the  receivership  proceedings  in  New 
York  not  only  without  my  prior  knowledge  or  con- 
sent but  after  in  effect  denying  that  they  w^ere  going 
to  do  so;  and  they  prevented  me,  or  at  leased  tried 
to  prevent  me,  from  doing  my  duty  to  the  Court  and 
to  the  stockholders. 

(b)  Plaintiffs'  New  York  attorneys  violated  the 
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agreement  made  with  me  that  the  California  [689] 
action  would  be  prosecuted.  In  this  connection  they 
withdrew  over  their  own  signature  my  notice  of  dep- 
osition of  Mr.  Hughes;  they  caused  plaintiffs  to 
d(^fault  on  Mr.  Hughes'  motion  to  quash  the  service 
on  him;  they  tied  my  hands  with  respect  to  the  de- 
fense of  that  motion  and  the  motion  for  security; 
they  planned  and  schemed  with  the  defendants  to 
have  this  action  dismissed  without  my  knowledge  or 
consent,  and  then  kept  the  fact  from  me. 

(c)  Plaintiffs'  New  York  attorneys  violated  their 
duty  to  this  Court  by  (1)  resisting  the  motion  to 
vacate  the  order  of  dismissal  which  this  Court 
stated  was  "unfairly  presented  to  it,"  (2)  tiying 
to  wrest  control  of  this  Court  from  the  local  at- 
torney of  record  for  the  purpose  of  having  it  dis- 
missed and  by  filing  false  and  contumacious  affi- 
davits against  him. 

(d)  Plaintiffs'  New  York  counsel  violated  their 
duty  to  the  stockholders  by  consenting  to  procedures 
dictated  by  the  defendants,  including  the  dropping 
of  the  New  York  action,  the  bringing  of  the  Las 
Vegas,  Nevada,  action,  and  by  othei^vsase  not  proceed- 
ing in  a  truly  adversary  action.  In  this  connection  it 
sliould  be  noted  that  plaintiffs'  New  York  attorneys 
took  some  18  depositions  and  that  the  first  17  of 
them  consisted  of  no  more  than  11  or  13  hundred 
])ages;  that  3  or  4  more  witnesses  gave  testimony 
which  brought  the  grand  total  of  pages  to  about 
2,500. 
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(e)  Plaintiffs'  New  York  attorneys  were  pre- 
pared to  accept  a  $1,000,000  settlement  and  it  was 
not  to  their  credit  that  as  elsewhere  set  forth  the 
settlement  amounts  to  between  $2,000,000  and  [690] 
$12,000,000. 

10.  With  respect  to  the  issue  of  my  wrongful 
discharge  and  the  related  issue  as  to  my  loyalty  to 
plaintiffs'  New  York  attorneys,  the  facts  are  briefly 
these : 

Prior  to  May  7,  1953,  I  was  engaged  in  prosecut- 
ing this  lawsuit  and  in  resisting  motions  made  by 
the  defendants.  Plaintiffs'  New  York  attorneys  did 
things  and  were  engaged  in  activities  which  did 
not  have  my  approval.  I  asked  to  be  relieved.  On 
May  7,  1953,  Mr.  Mittelman  wrote  to  me  that  he 
was  acceding  to  my  desire  "to  be  substituted  out  of 
the  case."  He  wrote: 

"Whatever  authority  we  have  heretofore  granted 
to  you  is  hereby  revoked  and  cancelled." 

On  May  11,  1953,  I  wrote  Mr.  Mittelman  as  fol- 
lows: 

"Dear  Leo: 

"I  have  your  letter  of  May  7,  1953. 

"In  my  letter  of  May  5th,  to  which  you  allege 
yours  is  a  response,  I  wrote : 

"  'As  I  told  Slack's  partner.  Cook,  I  do  not  want 
to  be  devoured  piecemeal.  I  told  him  that  if  he 
would  not  press  for  security  I  would  give  considera- 
tion to  consenting  to  the  motion  re  Hughes.  Neither  i 
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he  nor  you  have  given  me  any  answer  at  all  on  this 
question  of  security. 

"  *I  therefore  intend,  if  I  am  still  in  the  case,  to 
oppose  the  motion  for  security  on  June  8th.  To  do 
this  successfully  I  must  have  the  deposition  of 
Howard  Hughes  for  some  reasonable  time  prior 
to  June  8th.' 

**In  my  letter  of  April  27th  I  wrote: 

"  'My  question  to  you  still  is  what  is  to  [691] 
happen  to  both  motions  on  June  8th  ?  Also,  whether 
I  am  free  to  oppose  the  motion  for  security  on  June 
8th  with  all  the  proper  means  available  to  me.' 

''How  your  letter  of  May  7th  constitutes  an  an- 
swer to  my  letters  is  beyond  me. 

"Is  it  that  you  do  not  wish  to  oppose  either 
motion  ? 

"I  gather  from  your  letters,  every  one  of  them, 
that  you  do  not  recall  everything  you  said  to  me  in 
December  when  Lou  was  in  California,  or  what  was 
said  to  me  in  my  New  York  hotel  room  in  the  pres- 
ence of  Bernie. 

"In  any  event  whether  it  be  before  Judge  Green- 
berg,  Chief  Judge  Yankwich  or  Judge  Harrison,  in 
New^  York,  in  California  or  in  Nevada,  in  this 
action  or  any  other  action  or  proceeding,  I  intend  to 
fulfill  my  swom  duty  to  the  courts  and  to  the  RKO 
stockholders. 

"To  go  back  to  just  one  thing:  Soon  after  the 
Cochran  Ranch  conference,  Lou  was  intimating  that 
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the  receivership  would  not  be  pressed.  Then,  on 
January  26,  1953,  Lou  apparently  told  Judge  Green- 
berg  that  since  the  RKO  board  had  been  recon- 
stituted (that  is,  resumption  of  Hughes'  control), 
Lou  was  withdrawing  the  receivership  application. 

"Like  the  matter  of  the  Cochran  Ranch,  you  did 
not  tell  me  of  the  withdrawal  of  the  application 
until  after  it  was  done. 

"I  told  you  then  that  this  was  wrong  and  made 
no  sense. 

''Now  Fortune  (page  123)  states:  [692] 

' '  '  The  ironic  aspect  of  this  whole  affair  is  that  the 
syndicate  by  its  very  eagerness  to  make  a  fast  buck, 
might  have  been  a  distinct  improvement  over  the 
sort  of  management  RKO  has  had  in  the  past  five 
years.' 

"As  to  substitution,  you  say  nothing  in  your  letter 
of  my  fees  or  the  costs  which  I  have  expended.  The 
form  of  substitution  which  I  sent  you  in  more  peace- 
ful days,  and  which  involved  a  different  situation 
entirely  is  of  course  not  applicable  here. 

"Please  therefore  advise  the  terms  of  substitution 
which  you  wish  me  to  consider. 

"In  the  meantime,  and  so  that  there  will  be  no 
prejudice  to  the  clients,  I  am  noticing  Hughes'  dep- 
osition which  will  be  absolutely  necessary  if  youi 
wish  to  oppose  the  motion  for  security  on  June  8th. 

' '  I  am  noticing  the  deposition  for  May  28,  1953. , 
This  will  give  you  sufficient  time  to  effectuate  ai 
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substitution  and  withdraw  the  notice  if  you  still 
wish  to  do  so.  In  this  way  the  clients  will  be  pro- 
tected, in  case  they  want  to  oppose  the  motions  on 
June  8th,  and  will  not  be  prejudiced  by  me  if  you  do 
not  want  to  oppose  them. 

"Incidentally  I  assume  by  your  postscript  that 
you  acknowledge  my  right  to  file  for  other  stock- 
holders— although  you  misunderstood  my  reference 
to  other  facts. 

"Sincerely  yours, 

"/s/  BERNAED  REICH. 

"cc:  Bernard  D.  Fischman,  Esq." 

After  a  further  exchange  of  letters,  Mr.  Kipnis 
wrote  me  on  May  18,  1953,  confirming  our  fee  ar- 
rangements as  above  [693]  mentioned.  In  the  same 
letter  he  wrote  me  as  follows  : 

"Re:  Motion  for  Security: 

"It  was  not  our  intention  to  let  the  'security' 
motion  go  by  default.    When  we  write  asking  you 
j  to  do  nothing,  it  meant  just  that — we  did  not  want 
you  to  do  anything  affirmative  but  that  we  would. 

"x\s  Step  One,  we  are  stipulating  to  a  simul- 
taneous adjournment  of  the  security  motion  plus 
the  notice  of  taking  of  deposition  of  Hughes.  aU 
subject  to  Court  approval  and  without  prejudice. 

"Therefore,  if  the  stipulation  adjourning  the 
*  security'  motion  and  the  deposition  come  in  before 
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you  are  formally  substituted,  won't  you  please  sign 
it.  If  it  comes  in  after  you  are  substituted,  then, 
of  course,  we  will  have  Herzbrun  sign  it,  and  we 
have  so  written  him." 

On  May  19,  1953,  I  accepted  Mr.  Mittelman's 
understanding  with  respect  to  the  fee  arrangement 
but  waived  any  further  fees  which  Mr.  Fischman 
might  award  me.  I  asked,  however,  for  a  commit- 
ment that  plaintiffs'  New  York  attorneys  would 
press  in  Nevada  "the  charges  I  made  here  in  Cali- 
fornia." I  offered  my  full  cooperation.  I  advised 
that  I  would  sign  the  stipulation  adjourning  the 
security  motion,  and  indicated  that  had  Mr.  Mittel- 
man  clarified  this  matter  some  time  ago  as  I  pleaded 
there  would  have  been  no  need  of  the  substitution. 
I  wrote:  "I  suggest  further  that  you  prepare  a 
letter  agreement  which  I  can  file  with  the  defend- 
ants in  New  York,  Nevada  and  California."  [694] 

I  received  no  answer  to  my  letter  of  May  19, 
1953;  but  when  I  heard  that  Mr.  Kipnis,  through 
Mr.  Henry  Herzbrun,  was  doing  things  in  Cali- 
fornia without  any  formal  substitution  of  me  and 
without  the  letter  agreement  which  I  requested,  I 
wrote  to  both  Mr.  Mittelman  and  Mr.  Kipnis  on 
June  26,  1953,  that  I  considered  the  steps  taken  as 
a  breach  of  our  relationship  and  "not  in  the  best 
interests  of  the  clients."  I  wrote  them  further: 
"Not  having  heard  from  you  in  response  to  my 
letter  of  May  19,  and  in  view  of  the  present  circum- 
stances, I  withdraw  my  waiver  of  any  further  fees, 
mentioned  in  my  said  letter." 
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I  wroto  also:  "Please  prepare  and  forward  to 
me  an  agreement  of  substitution."  I  received  no 
response  to  this  letter  of  June  26,  1953;  but  on  or 
about  July  13,  1953,  Mr,  Kipnis  came  to  my  office 
and  we  discussed  the  California  action  as  if  it  were 
being  prosecuted.  All  the  time  Mr.  Kipnis  knew 
that  he  had  caused  a  dismissal  of  the  action  on 
June  26,  1953. 

On  July  14,  1953,  I  wrote  Mr.  Kipnis  in  care  of 
Mr.  Herzbrun  as  follows: 

"Dear  Lou: 

"I  learned  for  the  first  time  today  from  the  office 
of  Mitchell,  Silberberg  &  Knupp  that  the  above 
action  was  dismissed  on  or  about  June  26th  against 
all  parties  and  on  your  written  consent.  As  you  well 
know  in  view  of  our  conversation  last  night  which 
was  predicated  upon  the  continuation  of  the  suit 
here,  and  my  substitution  by  Henry  Herzbrun,  this 
infoimation  comes  as  a  surprise  and  a  shock  to  me. 

"I  believe  an  appropriate  record  should  be  made 
before  Judge  Harrison  concerning  my  ignorance  of, 
and  [695]  the  absence  of  my  consent  to,  the  pro- 
cedure followed. 

"I  believe  also  that  before  you  leave  California 
the  substitution  should  be  made  as  well  as  the  agree- 
ment for  my  fees  and  compensation. 

"Advise  me  immediately  when  you  can  meet  with 
me  to  accomplish  what  I  deem  to  be  absolutely 
necessary  in  the  circumstances. 
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"I  have  this  date  telegraphed  you  care  of 
Mitchell,  Silberberg  &  Knupp  as  follows: 

''  'Have  Just  Been  Advised  of  Dismissal  of  Cali- 
fornia Action  Against  All  Defendants  With  Your 
Approval  But  Without  My  Knowledge.  Request 
Appropriate  Record  Be  Made  Before  Judge  Har- 
rison and  That  You  Meet  With  Me  Immediately 
on  Substitution  and  Fee  Agreement.' 

''Very  truly  yours, 

'7s/  BERNARD  REICH. 

"cc:  Louis  Kipnis,  Esq., 

c/o  Hollywood  Roosevelt  Hotel ; 
Bernard  D.  Fischman,  Esq." 

By  letter  of  November  4,  1953,  Mr.  Kipnis  wrote 
me  enclosing  letters  from  the  clients  purportedly 
ratifying  and  confirming  my  ' '  discharge  as  attorney 
on  May  7,  1953."  The  letter  from  the  plaintiff 
Feuerman  was  dated  October  26,  1953,  and  the  let- 
ter from  the  Castlemans  was  dated  October  29,  1953. 

11.  It  will  be  noted  that  my  differences  with 
plaintiffs'  New  York  attorneys  and  which  brought 
about  my  so-called  [696]  discharge  took  place  prior 
to  May  7,  1953,  when  Mr.  Mittelman  wrote  me  that 
he  was  acceding  to  my  request  to  be  relieved.  It 
will  be  noted  furthermore  that  on  May  18,  1953,  the 
fee  arrangements  were  confirmed  so  that  obviously 
there  is  no  charge  of  disloyalty  prior  to  May  18, 
1953. 

12.  Any  charge   of  disloyalty   could   only   have 
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substance  if  it  took  place  before  the  confirmation 
on  the  last-mentioned  date.  From  what  therefore 
stems  the  present  charges  of  disloyalty?  What  was 
it  that  I,  as  an  attorney,  did  after  May  18,  1953, 
which  should  bar  me  from  obtaining  fees  and  costs  ? 

Did  I  wrongfully  dismiss  the  action? 

It  will  be  noted  that  after  my  so-called  discharge 
on  May  7th  (or  when  I  received  the  letter),  I  signed 
a  stipulation  continuing  the  motion  for  security  and 
the  deposition  of  Mr.  Hughes.  The  fact  is  that  I 
am  still  attorney  of  record  and  have  not  been  effec- 
tively discharged. 

13.  I  would  assume  that  plaintiffs'  New  York 
attorneys  take  the  position  that  by  moving  to  vacate 
the  order  of  dismissal  I  was  disloyal  and  that  they 
could  properly  discharge  me  for  such  an  act.  In 
the  first  place  they  had  already  discharged  me  and 
ratified  the  fee  arrangements.  In  the  second  place 
I  was  successful  in  setting  aside  the  wrongful  dis- 
missal of  this  action.  It  is  this  order  of  dismissal 
which  this  Court  said  was  unfairly  presented  to  it. 
Unfairly  presented  by  whom?  I  would  assume  that 
the  order  was  unfairly  presented  by  the  defendants 
and  by  plaintiffs'  New  York  attorneys.  If  I  was 
disloyal  in  successfully  moving  to  vacate  the  order 
of  dismissal  of  June  26th,  to  whom  was  I  disloyal  ? 
Was  it  to  the  plaintiffs  who  had  brought  a  repre- 
sentative suit  in  behalf  of  all  stockholders,  or  was 
is  to  plaintiffs'  New  York  attorneys  who  had  inter- 
ests in  conflict  with  the  best  interests  of  the  [697] 
stockholders? 
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14.  To  sum  up  on  this  point: 

My  position  prior  to  May  18,  1953,  was  completely 
vindicated  on  that  date  when  plaintiffs'  New  York 
attorneys  confirmed  my  fee  arrangements  and  prom- 
ised to  oppose  defendant's  motion  for  security.  It 
was  plaintiffs'  New  York  attorneys  who  broke  their 
agreement  by  dismissing  the  action  and  therefore 
making  the  motion  for  security  moot.  Furthermore, 
by  dismissing  the  action  without  my  consent  and 
without  a  formal  order  of  substitution  they  preju- 
diced my  position  as  an  officer  of  the  Court.  That 
they  failed  is  no  credit  to  them.  That  I  succeeded 
in  restoring  this  case  is  likewise  no  credit  to  them 
and  certainly  is  not  "disloyalty,"  except  in  the 
sense  that  I  refused  to  be  an  accessory  before  or 
after  the  fact. 

15.  Finding  7,  page  5,  of  the  final  order  in  the 
Eighth  Judicial  District  of  the  State  of  Nevada  in 
and  for  the  County  of  Clark,  made  April  5,  1954, 
and  being  Exhibit  7  to  the  Affidavit  of  George 
Benedict,  Jr.,  made  May  24,  1954,  provides  as  fol- 
lows: 

"7.  That  the  plaintiffs  Eli  B.  Castleman,  et  al., 
on  their  motion,  have  established  that  they  are 
entitled  to  recover  from  such  fund  their  reasonable 
expenses;  that  a  reasonable  allowance  to  them  for 
such  expenses  is  as  follows: 

"For  attorneys'  fees,  $125,000.00; 
"For  accountants'  fees,  $25,000.00; 
"For   disbursements    for   expenses   of   their: 
attorneys,  $8,000.00; 
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**For  disbursements  for  expenses  of  their 
accountants,  $2,000.00 ; 
''that  such  allowance  shall  cover  all  fees  for  all 
attorneys  who  [698]  have  appeared  in  any  action, 
wherever  pending,  on  behalf  of  Eli  B.  Castleman, 
et  al.,  the  plaintiffs  in  this  action,  and  all  account- 
ants or  others  who  have  rendered  any  services  on 
their  behalf,  whether  or  not  such  attorneys  or 
accountants  have  appeared  in  this  Court." 

16.  Paragraph  2,  page  7,  of  said  order  provides 
as  follows: 

"2.  That  the  cross-motion  of  the  plaintiffs  Eli 
B.  Castleman,  et  al.,  for  allowance  of  their  reason- 
able expenses  is  granted;  and  judgment  is  here 
rendered  that  Eli  B.  Castleman  and  Marion  V. 
Castleman,  doing  business  as  Wolverine  Textile 
Company,  and  Louis  Feuerman  have  and  recover 
of  and  from  RKO  Pictures  Corporation  and  RKO 
Radio  Pictures,  Inc.,  jointly  and  severally,  the  sum 
of  One  Hundred  and  Sixty  Thousand  ($160,000.00) 
Dollars  as  reimbursement  of  such  plaintiffs  for  all 
expenses  for  attorneys  and  accountants  and  other 
disbursements  incident  to  the  prosecution  of  this 
and  all  other  actions  in  which  Eli  B.  Castleman, 
et  al.,  or  any  of  them,  are  plaintiffs  as  stockholders 
of  RKO  Pictures  Corporation." 

17.  It  will  be  noted  that  the  fees  and  costs 
awarded  by  the  Nevada  court  were  to  be  paid  to 
Louis  Feuerman  and  the  Castlemans  for  all  legal 
services  rendered  to  them  in  all  jurisdictions.  Under 
my  agreement  with  their  agents,  Messrs.  Mittelman 
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and  Kipnis,  I  am  entitled  to  10%  of  the  fees,  that 
is  10%  of  $125,000.00,  plus  such  additional  amount 
as  Mr.  Bernard  Fischman  would  determine.  Since 
by  wrongfully  discharging  me  plaintiffs  have  obvi- 
ated the  necessity  of  obtaining  the  determination 
from  Mr.  Fischman  or  limiting  me  to  the  [699] 
contract  price,  I  am  entitled  to  the  reasonable  value 
of  my  services  which,  under  the  law,  may  exceed 
10%  even  if  the  determination  of  Mr.  Fischman  is 
not  considered,  and  must  exceed  10%  if  the  factor 
of  Mr.  Fischman  is  to  be  considered. 

18.  As  of  the  date  of  this  affidavit  I  have  ex- 
pended in  excess  of  810  hours  and  $1,538.65. 

19.  Except  for  eighteen  months  in  the  Army,  I 
have  continuously  practiced  law  in  New  York  and 
in  California  since  1937.  Where  a  charge  on  an 
hourly  basis  is  indicated,  and  I  do  not  so  limit 
myself  except  for  retainer  clients,  I  charge  between 
$35.00  and  $50.00  per  hour,  depending  upon  my 
client's  ability  to  pay. 

20.  This  case  has  been  exceptionally  difficult. 
The  papers  of  plaintiffs'  New  York  attorneys  filed 
in  this  Court  have  been  false  and  scurrilous  and  have 
required  my  attention  to  the  minutest  detail.  I  have 
had  to  fight  off  smokescreen  after  smokescreen, 
including  false  allegations  that  I  had  some  rela- 
tionship to  the  proposed  interveners  Rosenthal, 
relationship  to  the  Delaware  plaintiffs,  Schiff  and 
Sack;  that  I  hospitalized  myself  in  order  not  to 
appear  in  the  Las  Vegas  court,  and  that  I  had  no 
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interest  other  than  to  collect  a  foe.  I  have  even  had 
the  Rosenberg  treason  trial  })roiight  in  by  plain- 
tiffs' New  York  attorneys  as  some  precedent  for 
action  which  this  Court  was  asked  to  direct  against 
me.  My  authority  to  act  for  the  plaintiffs  was  chal- 
lenged. Even  my  authority  to  act  for  the  proposed 
interveners  Novembers  was  challenged.  Here  then 
was  the  only  attorney  of  record,  myself,  being  chal- 
lenged by  plaintiffs'  New  York  attorneys  who  are 
not  and  have  never  been  attorneys  of  record  for 
the  plaintiffs  in  this  action  in  accordance  with  the 
Local  Rules  of  this  Court.  I  have  had  my  appear- 
ance challenged  by  Mr.  Robert  Silver  acting  [700] 
for  plaintiffs'  New  York  attorneys,  but  who  has 
never  himself  filed  an  appearance  as  attorney  of 
record,  and  who  has  not  been  substituted  in  accord- 
ance with  the  Local  Rules  of  this  Court.  I  have 
had  my  deposition  taken,  an  astounding  thing  in 
itself,  and  wherein  Mr.  Silver  examines  me  and  Mr. 
Raymond  Cook  of  Texas  representing  Mr.  Hughes 
cross-examines  me. 

21.  No  award  made  by  this  Court  can  compen- 
sate me  for  the  effort  which  I  have  made  in  this 
case.  This  I  knew  at  the  outset  when  I  informed 
this  Court  that  I  wished  only  to  act  as  an  ethical 
officer  who  had  a  duty  to  present  the  facts  and 
whose  duty  to  the  Court  and  to  the  stockholders 
transcended  any  possible  duty  he  had  to  his  New 
York  correspondents.  Now  that  the  battle  has  been 
won  and  Mr.  Hughes,  no  thanks  to  Messrs.  Kij^nis 
and   Mittelman,   has   paid   ])etween  $2,000,000   and 
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$12,000,000  in  settlement  of  the  lawsuits  against 
himself,  and  in  view  of  the  fact  that  Messrs.  Kipnis 
and  Mittelman  have  been  paid  $125,000  for  the 
services  they  purportedly  rendered,  I  do  not  in 
good  conscience  feel  that  I  should  waive  my  fees 
for  the  benefit  of  Messrs.  Kipnis  and  Mittelman  or 
the  corporations  which  have  harvested  the  crop 
which  I  have  sown. 

22.  In  my  affidavit  in  support  of  my  motion  for 
counsel  fees  and  costs  against  the  RKO  defendant, 
I  have  tried  to  spell  out  how  I  arrived  at  the  settle- 
ment figure  of  between  $2,000,000  and  $12,000,000, 
and  what  part  I  played  in  bringing  about  that  set- 
tlement. In  this  affidavit  I  have  already  demon- 
strated in  part  the  fact  that  Messrs.  Kipnis  and 
Mittelman  would  have  been  content  with  a  $1,000,000 
settlement.  I  know  this  from  a  telephone  conver- 
sation had  with  Mr.  Mittelman  soon  after  the 
Cochran  Ranch  conference,  from  the  fact  that 
neither  Mr.  Kipnis  nor  Mr.  Mittelman  denied  it  in 
answer  to  my  letters,  and  from  Mr.  Kipnis  in  my 
office  here  in  Beverly  Hills  on  July  13,  1953,  [701] 
when  he  told  me  that  the  1952  loss  by  RKO  of 
$10,000,000  was  a  paper  loss,  and  from  the  fact  that 
he  brushed  off  any  evidence  that  I  gave  him  to  the 
contrary. 

23.  I  was  informed  by  Mr.  Bernard  Fischman 
that  Mr.  Mittelman  claims  to  have  paid  Mr.  Robert 
Silver  $5,000.00  counsel  fees  for  the  work  done  by 
Mr.  Silver  in  this  case.   So  far  as  I  know  Mr.  Silver 
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filed  only  the  pai^ers  prepared  for  him  by  Messrs. 
Kipnis  and  Mittelman  and  took  my  deposition. 

24.  One  final  word:  The  papers  which  I  have 
filed  and  my  arguments  to  this  Court  at  the  many 
hearings  I  hope  will  bear  me  out  in  the  simple  state- 
ment that  I  tried  only  to  do  my  duty  to  the  Court 
and  to  the  stockholders  and  that  I  tried  to  conduct 
myself  with  dignity,  doing  only  what  I  must,  and 
defending  myself  temperately  and  in  keeping  with 
the  sworn  duty  of  an  officer  of  this  Court. 

/s/  BERNARD  REICH. 

Subscribed  and  sworn  to  before  me  this  28th  day 
of  June,  1954. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  An- 
geles, State  of  California. 

[Endorsed] :     Filed  June  28,  1954.  [702] 


[Title  of  District  Court  and  Cause.] 

MOTION  FOR  COUNSEL  FEES  AND  COSTS 
FROM  THE  DEFENDANTS  OTHER  THAN 
BANK 

Comes  Now  plaintiffs'  and  proposed  interveners' 
attorney,  Bernard  Reich,  and  moves  this  Honorable 
Court  as  follows: 

1.  In  the  event  that  the  Court  dismisses  the 
within  action,  that  it  determine  the  reasonable  value 
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of  the  legal  services  rendered  by  attorney,  Bernard 
Reich,  for  the  benefit  of  the  RKO  defendants, 
determine  the  amount  of  costs  expended,  enter 
judgment  in  favor  of  said  Bernard  Reich  for  the 
amounts  fixed  and  determined,  and  condition  dis- 
missal on  the  payment  of  said  judgment  by  the 
defendants  other  than  The  Chase  National  Bank. 

2.     For  all  proper  relief. 

Dated:   June  28,  1954. 

/s/  BERNARD  REICH, 

Attorney  for  Plaintiffs  and 
Proposed  Interveners.  [712] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  BERNARD  REICH  IN  SUP- 
PORT OF  MOTION  FOR  COUNSEL  FEES 
AND  COSTS  AGAINST  THE  DEFEND- 
ANTS 

State  of  California, 
County  of  Los  Angeles — ss. 

Bernard  Reich,  being  first  duly  sworn,  deposes 
and  says: 

1.  I  am  the  attorney  for  the  plaintiffs  and  pro- 
posed interveners  and  make  this  affidavit  in  support 
of  the  motion  for  counsel  fees  and  costs  as  against 
the  defendants. 

2.  This  is  a  stockholders'  minority  or  derivative 
suit,  in  which  the  fees  and  costs  of  an  attorney  are 
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IJciid  ])y  the  corporation  which  in  fact  and  in  law 
is  the  beneficiary  of  such  suit. 

3.  Tt  should  })e  noted  at  the  outset  that  while 
the  defendant  Hughes  is  nominally  represented  by 
counsel  other  than  those  who  represent  the  corpora- 
tion defendants,  nevertheless  there  is  no  serious 
question  but  that  Mr.  Hughes  dominated  and  con- 
trolled the  [713]  corporations  and  that  the  corpora- 
tions' counsel  was  and  is  therefore  Mr.  Hughes' 
counsel. 

4.  It  was  because  of  Mr.  Hughes'  domination  of 
the  corporations  and  their  directors  that  these  cor- 
porations and  directors  who  were  non-residents  of 
the  State  of  Nevada  nevertheless  submitted  to  its 
jurisdiction  for  Mr.  Hughes'  personal  convenience, 
benefit  and  purposes. 

5.  I  incorporate  by  reference  my  affidavit  sub- 
mitted simultaneously  herewith  in  opposition  to  the 
defendant  RKO's  motion  to  dismiss,  and  my  affi- 
davit in  support  of  the  motion  for  counsel  fees  and 
costs  against  the  plaintiffs. 

6.  I  incorporate  by  reference  all  of  my  affidavits 
heretofore  filed  in  this  action. 

7.  I  press  all  my  motions  heretofore  made  and 
which  have  not  been  determined  by  this  Court. 

8.  I  resist  defendants'  motion  to  dismiss  for  the 
reasons  set  forth  herein  and  in  the  memorandum 
submitted  herewith  in  opj^osition  to  that  motion. 

9.  Should,  however,  this  Court  be  inclined  to  dis- 
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miss  this  action,  then  I  respectfully  request  it  to 
act  on  the  motion  herein  for  counsel  fees  and  costs 
as  did  the  Court  in  Las  Vegas,  Nevada,  by  its  order 
of  the  30th  day  of  March,  1954,  being  Exhibit  4  to 
the  Affidavit  of  George  Benedict,  Jr.,  dated  the  24th 
day  of  May,  1954,  and  the  Judgment  of  the  1st  day 
of  April,  1954,  being  Exhibit  6  to  the  Affidavit  of 
George  Benedict,  Jr.,  dated  the  24th  day  of  May, 
1954. 

10.  Attached  hereto,  marked  Exhibit  ''A"  and 
made  a  part  hereof  is  a  true  and  correct  statement 
of  the  time  expended  by  me  or  for  me  in  this  mat- 
ter. It  shows  that  up  to  the  date  of  this  affidavit 
there  was  expended  648  hours.  As  is  the  case  with 
every  practicing  lawyer,  not  every  minute  or  hour 
is  recorded.  [714]  I  would  estimate  unrecorded  time 
as  25%  of  the  recorded  time,  making  a  total  of  810 
hours  expended. 

11.  Attached  hereto,  marked  Exhibit  ''B"  and 
made  a  part  hereof  is  a  true  and  correct  statement 
of  the  disbursements  made  by  me.  It  shows  that  to 
the  date  of  this  affidavit  I  have  expended  and  ad- 
vanced the  sum  of  $1,538.65. 

12.  Under  letter  of  February  7,  1954,  the  de- 
fendant Hughes  purportedly  wrote  to  the  defendant 
RKO  Pictures  Corporation  offering  ^'to  purchase" 
all  of  its  assets,  'including  any  and  all  claims  or 
causes  of  action"  against  him.  He  offered  to  pay 
$23,489,478.  Since  there  was  outstanding  3,914,913 : 
shares  Mr.  Hughes  admitted  that  this  amounted  to 
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$6.00  por  share.   At  the  time  of  the  offer  the  stock 
was  selling  at  $2.87  per  share. 

13.  It  was  rny  position  and  reaction  immediately, 
and  I  stated  it  to  this  Court  on  the  15th  day  of 
February,  1954,  that  Mr.  Hughes'  offer  to  purchase 
was  in  effect  an  offer  to  compromise  the  lawsuits 
against  him  for  $12,000,0000.  I  arrived  at  that 
figure  in  the  following  manner:  I  rounded  out  the 
$2.87  per  share  figure  to  $3.00.  I  rounded  out  the 
$23,489,478  figure  to  $24,000,000.  I  rounded  out  the 
3,914,913  number  of  shares  figure  to  4,000,000.  Mr. 
Hughes'  offer  of,  in  effect,  $6.00  per  share  was 
therefore  an  offer  of  more  than  $3.00  over  the 
market  price  of  the  stock.  I  took  the  $3.00  figure 
and  multiplied  it  against  the  4,000,000  number  of 
shares  figure  to  arrive  at  the  sum  of  $12,000,000. 

As  set  forth  in  my  affidavit  in  opposition  to  the 
motion  to  dismiss,  the  Delaware  court,  in  its  de- 
cision dated  March  26,  1954,  stated  that  the  board 
of  directors,  on  the  recommendation  of  RKO's  gen- 
eral counsel,  allocated  $2,000,000  to  the  lawsuits. 

We  are  therefore  discussing  a  settlement  of  be- 
tween $2,000,000  and  $12,000,000.  [715] 

14.  At  the  hearing  at  which  I  made  that  analysis, 
Mr.  Cook  representing  Mr.  Hughes  in  effect  re- 
jected my  suggestion  that  the  offer  was  a  compro- 
mise. It  was  Mr.  Cook's  position  that  it  was  an 
offer  to  purchase.  This  in  effect  was  the  position 
taken  by  Mr.  Hughes'  attorneys  in  the  Eighth  Judi- 
cial District  of  the  State  of  Nevada  in  and  for  the 
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County  of  Clark  when  they  moved  that  Court  to 
dismiss  on  the  ground  that  Mr.  Hughes'  offer  to 
purchase  of  February  7,  1954,  would  extinguish  the 
claims  against  Mr.  Hughes  and  render  the  action 
moot.  This  motion  to  dismiss  and  the  offer  to  pur- 
chase is  on  file  here  as  Exhibit  L  to  the  Affidavit 
of  George  Benedict,  Jr.,  dated  June  8,  1954. 

15.  It  was  not  until  the  hearing  on  the  said 
motion  to  dismiss  in  Nevada  that  the  fairness  of 
the  offer  to  purchase  was  put  in  issue  by  the  de- 
fendants and  it  was  not  until  after  the  Court  found 
that  the  offer  to  purchase  was  fair  that  there  was 
any  admission  that  the  offer  to  purchase  was  in  fact 
an  offer  to  compromise.  The  moving  defendant  in 
its  Memorandum  supporting  the  motion  to  dismiss 
made  the  admission  as  follows: 

''Since  the  offer  [to  buy]  included  a  recitation 
that  it  was  for  all  assets,  including  any  claims  or 
causes  of  action  RKO  might  have  against  any  per- 
son, including  Hughes,  it  could  be  viewed  as  having 
the  aspects  of  a  settlement  of  the  derivative  actions 
then  pending.  On  February  11,  1954,  Hughes 
moved  in  the  Castleman-Nevada  action  for  a  dis- 
missal thereof  with  prejudice,  on  the  ground,  among 
others,  that  consummation  of  the  sale  would  render 
the  action  moot  as  to  him." 

Please  note  that  Mr.  Hughes'  offer  to  buy  was 
made  under  date  of  February  7,  1954,  and  that  the 
motion  to  dismiss  was  made  on  February  11,  1954, 
before  the  date  of  consummation.   Please  [716]  note 
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also  that  if  the  offer  of  Mr.  Hughes  made  February 
7th  could  he  viewed  as  having  the  ''aspects  of  a 
settlement"  that  fact  could  have  been  made  clear 
and  part  of  the  motion  made  by  Mr.  Hughes  on 
February  11,  1954.  And  finally,  please  note  also 
that  v^hile  the  Memorandum  in  support  of  the 
motion  to  dismiss  here  states  that  the  motion  was 
made  on  the  ground  "among  others"  that  the 
Nevada  action  was  moot,  the  fact  is  that  the  other 
grounds  did  not  include  any  notice  that  the  offer 
to  buy  could  be  viewed  as  having  the  "aspects  of  a 
settlement  of  the  derivative  actions  then  pending." 

16.  Why  was  it  necessary  belatedly  to  admit  that 
the  position  I  took  months  previously  was  correct, 
that  is,  that  Mr.  Hughes'  offer  to  purchase  was  in 
fact  an  offer  to  compromise?  If  Mr.  Hughes'  offer 
to  purchase  is  not  an  offer  to  compromise,  then  a 
dismissal  of  the  Nevada  suit  for  mootness  would 
not  be  res  judicata  in  this  Court.  This  Court,  be- 
fore it  could  dismiss,  would  have  to  decide  as  a 
matter  of  law  that  a  defendant  in  a  stockholders' 
derivative  action  buying  up  the  assets  of  the  cor- 
poration, including  the  claims  against  himself,  ren- 
dered an  action  moot.  This  raises  a  very  serious 
question.  My  own  position  would  be  that  any  stock- 
holder Avho  did  not  sell  out  to  Mr.  Hughes  could 
continue  to  maintain  the  suit,  and  I  so  informed 
the  Court  at  the  hearing  on  the  15th  day  of  Feb- 
ruary, 1954.  On  the  other  hand,  if  Mr.  Hughes  was 
in  fact  compromising  the  lawsuits  against  him,  and 
if  the  action  in  Nevada  was  truly  adversary  and 
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not  collusive,  then  the  claim  could  be  made  here  in 
this  Court  that  the  judgment  rendered  in  Nevada 
was  res  judicata.  This  is  the  reason  for  the  switch 
in  theories  by  the  defendants  and  it  will  be  noted 
that  the  switch  took  place  after  I  made  my  position 
clear  that  Mr.  Hughes  could  not  avoid  the  prose- 
tion  of  this  lawsuit  by  any  such  plan  [717]  as  buy- 
ing up  the  claims  against  himself. 

17.  As  demonstrated  in  my  af&davit  in  support 
of  the  motion  for  counsel  fees  and  costs  against  the 
plaintiffs,  Messrs.  Kipnis  and  Mittelman  would  have 
been  satisfied  with  a  settlement  of  $1,000,000.  It  is 
therefore  apparent  that  they  did  not  induce  Mr. 
Hughes  to  offer  $12,000,000  or  even  $2,000,000. 
Since  in  the  Delaware  and  New  York  proceedings 
the  stockholders,  Schiff  and  Sack,  were  unsuccess- 
ful, it  is  apparent  that  their  attorneys  did  not  in- 
duce Mr.  Hughes  to  "compromise."  In  his  offer 
dated  February  7,  1954,  Exhibit  A  to  Exhibit  1 
attached  to  the  Affidavit  of  George  Benedict,  Jr., 
dated  June  8,  1954,  Mr.  Hughes  states: 

"(a)  There  have  been  expressions  of  dissatis- 
faction among  the  stockholders. 

"(b)  I  have  been  sued  by  certain  of  the  stock- 
holders and  accused  of  responsibility  for  losses  of 
the  corporation." 

The  actions  to  which  Mr.  Hughes  referred  were 
obviously  those  in  New  York,  California  and 
Nevada.  By  February  7,  1954,  the  date  of  his  offer, 
Mr.  Hughes  was  successful  in  New  York,  and  as 
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indicated  was  not  sorely  pressed  in  Nevada.  The 
only  place  that  he  was  pressed  was  in  this  action 
and  by  the  local  attorney  of  record  for  the  plaintiffs. 

18.  Mr.  Hughes  was  successful  in  New  York 
])ecause  the  challenge  of  collusion  there  was  predi- 
cated upon  hearsay.  That  is,  it  was  predicated  at 
least  in  part  on  the  affidavits  which  I  have  filed 
here.  I  took  no  part  in  the  New  York  action.  I  did 
not  even  furnish  the  affidavits.  My  deposition  was 
not  taken  and  I  gave  no  evidence.  Also  in  New 
York  they  never  had  jurisdiction  over  Mr.  Hughes. 
I  believe  I  had  and  have;  or  at  least  Mr.  Hughes 
knew  that  the  order  which  dismissed  him  was  [718] 
not  final  and  was  being  effectively  challenged  in  the 
California  action  which  had  been  revived  and  was 
very  much  alive. 

19.  I  believe  T  underestimate  when  I  say  that 
this  action  in  California  which  the  defendants  tried 
unsuccessfully  to  dismiss  and  where  the  real  issues 
eventually  had  to  be  met  was  an  inducing  factor  in 
Mr.  Hughes'  finally  admitted  offer  to  compromise. 

20.  It  is  not  necessary  for  me  to  claim  that  I 
was  the  sole  inducing  force.  It  is  enough  to  prove 
that  the  corporations  benefited  to  the  extent  of 
$12,000,000  or  even  $2,000,000,  and  that  I  rendered 
legal  services  in  connection  with  the  various  cases 
which  led  to  the  compromise.  As  the  legal  memo- 
randa filed  establish,  it  is  not  necessary  that  there 
even  be  a  fund  or  that  if  there  is  a  fund  that  it  has 
to  be  in  the  hands  of  this  Court. 
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21.  Defendants  now  admit  that  the  offer  to  pur- 
chase was  in  fact  an  offer  to  compromise,  and  the 
mathematics  show  that  the  offer  to  compromise  was 
$12,000,000,  or  $2,000,000,  if  the  allocation  of  the 
■JRKO  Board  of  Directors  is  conclusive.  Defendants 
admit  that  $125,000  was  fixed  as  the  reasonable 
value  of  the  services  rendered  by  Messrs.  Kipnis 
and  Mittelman  in  Nevada.  They  have  not  appealed 
from  the  final  order.  If  then  Messrs.  Kipnis  and 
Mittelman  are  entitled  to  $125,000  for  services  ren- 
dered leading-  to  a  $1,000,000  settlement,  what  is  the 
reasonable  value  of  the  legal  services  rendered  by 
an  attorney  who,  to  say  the  least,  tried  to  put  back- 
bone into  Messrs.  Kipnis  and  Mittelman  with  the 
evidence  that  the  claims  were  worth  upwards  of 
$10,000,000 '^ 

22.  As  partially  indicated  in  my  affidavit  in 
support  of  the  motion  for  counsel  fees  and  costs 
against  the  plaintiffs,  this  has  been  a  difficult  matter, 
bitterly  contested.  This  [719]  stems  from  the  fact 
that  anyone  who  stands  up  to  be  counted  on  the 
side  of  justice  and  equity  must  expect  to  have  mud 
thrown  at  him.  The  defendants  were  represented 
by  strong  and  able  counsel.  There  was  bound  to  be 
the  issue  of  personal  integrity  as  to  all  counsel.  This 
does  not  make  for  a  quiet,  dispassionate  lawsuit. 

23.  Moreover,  while  the  smearing  was  done  by 
plaintiffs'  New  York  attorneys,  the  defendants  took 
advantage  of  the  situation  to  confuse  the  issues  and 
create  almost  but  not  quite,  insurmountable  obsta- 
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cles  and  diversions  in  New  York,  Delaware,  and 
Nevada. 

24.  When  the  plaintiffs  through  their  New  York 
counsel  refused  to  advance  the  costs  I  felt  it  my 
duty  to  advance  them  in  the  interests  of  justice  and 
in  conformity  with  my  ideas  of  the  duties  of  an 
officer  of  this  CouT*t.  In  that  connection  I  pledged 
my  credit  and  guaranteed  payment  of  the  fees  of 
any  Special  Master  that  this  Court  would  appoint. 
The  fact  that  this  Court  has  not  to  date  appointed 
a  Special  Master  does  not  reflect  to  my  discredit 
or  deny  the  fact  that  in  the  interests  of  establishing 
the  facts  I  was  willing  to  guarantee  payment  of  fees. 

25.  There  is  one  other  factor  which  I  believe 
should  be  weighed  by  this  Court  in  fixing  my  fees, 
and  that  is  the  possible  effect  of  this  case  on  my 
practice,  past  and  future. 

On  April  6,  1953,  Mr.  Kipnis  wrote  me  as  follows : 

''You  cannot  deny  that  Mr.  Hughes  is  a  formid- 
able and  resourceful  antagonist.  Moreover,  he  has 
unlimited  funds  at  his  disposal.  We  were  able  to 
corner  him  in  Nevada  on  the  basis  of  a  film  re- 
porter's tip.  Apparently  Mr.  Hughes  found  it 
inconvenient  to  oppose  our  attack  in  Nevada,  nor 
did  he  have  available  in  that  jurisdiction  [720]  the 
security  statute  available  to  him  in  New  York  and 
California.  Without  looking  too  closely  into  his 
motives,  with  which  I  am  not  presently  concerned, 
I  realize  that  we  now  have  a  device  which  makes  it 
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possible  for  us  to  move  forward  rapidly  and  without 
harassment  and  interminable  motion  procedures." 

There  is  no  question  of  Mr.  Hughes'  power  and 
influence  in  this  community.  The  almost  complete 
blackout  in  the  newspapers  of  the  proceedings  had 
in  this  case  is  evidence  of  it.  I  know  of  my  own 
know^ledge  that  the  working  members  of  the  enter- 
tainment industry  are  in  fear  of  him.  They  either 
have  worked  for  him,  are  working  for  him,  or  hope 
to  work  for  him.  While  I  am  sure  that  there  is 
some  measure  of  respect  from  these  people  for  my 
''courage,"  I  am  equally  sure  that  a  good  many  of 
them  do  not  want  to  link  their  names  with  that 
of  a  lawyer  who  has  thwarted  or  "bucked"  Mr. 
Hughes.  In  other  words  I  do  not  think  that  this 
lawsuit  has,  to  say  the  least,  helped  my  practice. 
Actually  I  am  persuaded  to  the  contrary. 

26.  Part  of  the  smear  in  this  case  has  been  the 
insistence  by  counsel  on  the  other  side  and  by  plain- 
tiffs' New  York  counsel  that  my  sole  interest  was 
a  fee.  They  could  not  appreciate  apparently  that 
a  3^oung  laAA^yer  (really  not  so  young)  could  put  his 
duty  to  the  Court  and  to  the  stockholders  above  his 
self-interest.  As  I  told  this  Court  earlier  I  could 
have  taken  a  quick  profit  of  what  could  have  been 
at  least  $12,500  (i.e.,  10%  of  $125,000)  and  ran. 
Moreover,  as  the  Court  pointed  out  in  one  of  many 
hearings,  its  award  to  me  would  not  be  final  and  I 
should  be  prepared  to  spend  my  substance  in 
the  appellate  courts.  I  aver  again  that  my  [721] 
primary  motivation  throughout  this  action  was  to 
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fulfill  my  sworn  obligations  to  the  Court  and  to  the 
stockholders.  I  believe  I  have  been  vindicated.  If 
waiving  my  fee  in  this  action  would  contribute  also 
to  the  fair  administration  of  justice,  I  would  gladly 
do  so.  It  happens  that  the  contrary  is  true.  If  Mr. 
Hughes  or  his  corporations  avoid  the  payment  of 
my  fees  then  justice  will  have  miscarried,  as  it  has 
at  Mr.  Hughes'  instance  in  other  courts  and  in 
other  places. 

Wherefore  I  respectfully  pray  that  if  this  Court 
dismisses  the  action,  it  should  fix  and  determine  my 
counsel  fees  and  costs  and  condition  any  dismissal 
on  payment  of  them  to  me  by  the  defendants. 

/s/  BERNARD  REICH. 

Subscribed  and  sworn  to  before  me  this  23rd  day 
of  June,  1954. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  An- 
geles, State  of  California.  [722] 
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EXHIBIT  A 

Daily  Time  Sheets 

Date  Nature  of  Service  Time 

1952 

12/13— Tel.  from  Leo  Mittelman,  Kipnis ;  Tel, 

to  Fischman 8 

12/14 — Tel.  from  Fischman 4 

12/15— Letter  from  Kipnis;  Tel.  to  Mittel- 
man; Prepared  Complaint;  Telegram 
to  New  York;  Tel.  to  Clerk  (2) ;  Filed 
Complaint ;  Research ;  Misc 7. 

12/16 — Memo,  to  file ;  Letter  to  Mittelman  and 

Kipnis ;  Misc 1. 

12/22 — Tel.  to  B.  Fischman ;  Leo  Mittelman .  .        .5 

12/30— Letter  to  Fischman 4 

1953 

1/5  — Letter  from  and  Letter  to  Mittelman . .        .4 

1/21 — Letter  to  Mittelman  and  Kipnis ;  Misc.        .4 

1/26 — Letter    from    Mittelman;     Letter    to 

Fischman 5 

2/2  — Tel.  to  Fischman 4 

2/4  — Notice  from  Court;  Tel.  to  Judge  Har- 
rison    5 

Total  carried  forward 12.3 ! 
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Exhibit  A — (Continued) 
Date                   Nature  of  Service  Time 

Brought  forward 12.3 

2/5  — Letter  to  Judge  Harrison;  Conference 
Judge  Harrison ;  Conference  New  York 
lawyers 2. 

2/11  to 

2/18 — New  York  trip  —  Conferences  Mittel- 

man,  Kipnis  and  Fischman 3. 

2/25 — Letter   from    and    Letter   to    Kipnis; 

Misc 1.5 

2/27— Letter  to  Kipnis  (2)  ;  Revised  Com- 
plaint; Tel.  to  George  Cohen;  Misc..  . .      5. 

3/2  — Court  appearance 5 

3/3  — Letter  from  Kipnis ;  Revised  Amended 

Complaint    2. 

3/4 — Letter  from  and  Letter  to  Kipnis ;  Filed 

Amended  Complaint ;  Misc 3. 

3/6  — Tel.  from  Kipnis;  Tel.  to  and  from 
Lipstich  of  RKO;  Tel.  from  Marshal; 
Misc 1. 

Total  carried  forward 30.3 

3/12 — Letter  from  and  Letter  to  Kipnis 4 

3/17 — Letter  from  Kipnis 2 

3/16 — Letter  to  Kipnis;   Tel.   from   Kipnis; 

Tel.  to  Knupp  (2)   1.5 

3/17— Rec'd  Stipulations  from  Mitchell,  Sil- 

berberg  &  Knupp 4 

3/24 — Letter  from  and  Letter  to  Kipnis 5 
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Exhibit  A — (Continued) 

Date  Nature  of  Service  Time 

3/30 — Letter  from  and  Letter  to  Kipnis 6 

4/1  — Memo  to  file ;  Letter  from  Mittelman .  .        A 
4/2  — Rec'd  copy  of  Notice  of  Motion  for 
Security  for  Expenses;  Tel.  to  Fisch- 

man 5 

4/3  — Tel.  to  Kipnis;  Tel.  to  and  from 
Knupp;  Notice  of  Deposition;  Letter 
to  Kipnis  (2) ;  Letter  from  Kipnis ; 
Tel.  from  Kaufman  (2) ;  Letter  to 
Kipnis ;  Research 4. 

Total  carried  forward  38.8 

4/8  — Letter  from  and  Letter  to  Mittelman; 

Tel.  to  Pischman,  N.  Y 1.5 

4/9  — Letter  to  Fischman ;  Tel.  from  and  Tel. 

to  Knupp;  Revised  Stipulation;  Misc.      1.5 
4/13 — Letter  from  and  Letter  to  Mittelman 

and  Kipnis ;  Court  appearance ;  Tel.  to 

Fischman,  N.  Y 3. 

4/14 — Tel.  to  Kipnis ;  Letter  to  Knupp 6 

4/15 — Tel.  from  Knupp 4 

4/16 — Conference  Knupp ;  Judge  Harrison .  .      3. 
4/20 — Letter  from  and  Letter  to  Mittelman; 

Tel.  from  and  Tel.  to  Knupj) 1.5 

4/24 — Tel.  to  and  Tel.  from  Fischman,  N.  Y. ; 

Letter  from  Kipnis;   Tel.  to  Fresno; 

Conference    Raymond    Cook;    Tel.    to 

Knupp ;  Tel.  to  Cook,  Wame 4.  J 

Total  carried  forward   54.3 
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Exhibit  A — (Continued) 

Date  Nature  of  Service  Time 

Brought  forward 54.3 

4/26— Tel.  from  Mittelman 2 

4/27 — Court  appearance;  Tel.  from  Fisch- 
man,  N.  Y. ;  Letter  to  Kipnis  and  Mit- 
telman ;  Memo  to  file 2.5 

5/5  — Letter  to  Kipnis  and  Mittelman 4 

5/6  —Tel.  to  Odium,  Fischman,  N.  Y 1. 

5/7  —Memo  to  file 4 

5/8  — Letter  from  Mittelman ;  Misc 4 

5/11 — Dictated  Notice  of  Deposition;  Letter 

to  Mittelman ;  Letter  to  Fischman ....      L 

5/13— Tel.  to  Knupp 4 

5/14 — Letter  to  Odium;  Letter  from  Kipnis; 

Tel.  from  Fischman,  N.  Y 1.4 

5/15 — Letter  to  Kipnis;  Tel.  from  and  to 
Herzbrun;  Conference  Herzbrun  and 
DeGroot ;  Letter  to  Fischman 3. 

Total  carried  forward   65.0 

5/18— Letter  to  Odium ;  Misc 4 

5/19 — Letter  from  and  Letter  to  Mittelman; 

Tel.  from  Herzbrun 6 

5/21— Tel.  from  Knupp 3 

5/22 — Letter  and  Stipulation  from  Knupp; 

Tel.  from  Knupp;  Letter  to  Knupp; 

Tel.  to  Odium 9 

5/25 — Letter  to  Fischman 4 

5/26— Tel.  to  Herzbilm 3 
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Exhibit  A — (Continued) 
Date  Nature  of  Service  Time 

6/5  — Tel.  to  Knupp;  Tel.  from  Herzbnm; 

Misc 5 

6/11— Tel.  from  Fischman,  N.  Y 4 

6/12— Letter  to  Odium 4 

6/26 — Letter  to  New  York  attorneys ;  Misc. .  .        .5 

6/29 — Notice    from    Clerk;    Checked    with 

Hocke  1. 

Total  carried  forward  70.7 

7/1  — Tel.  to  Herzbrun ;  Guy  Knupp 3 

7/13 — Telephone  Conference  Kipnis 2.5 

7/14 — Tel.  from  and  Tel.  to  Benedict,  Fisch- 
man, Sam  DeGroot ;  Telegram  and  Let- 
ter to  Kipnis;  Dictated  Agreement; 
Research;  Tel.  from  Kipnis  (2);  Tel. 
to  Warne  (2)   4.2 

7/15 — Letter  to  McDonald ;  Memo  to  Warne ; 
Dictated  Affidavit;  Tel.  to  Fischman; 
Tel.  to  Warne  (3)  ;  Tel.  from  Kipnis ; 
Tel.  from  Benedict 2.5 

7/16— Tel.  from  Cook;  Tel.  to  Benedict;  Let- 
ter and  Order  from  Benedict;  Tel.  to 
Warne    1. 

7/20— Tel.  from  Warne 3 

7/22 — Letter  to  Fischman 4 
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Date  Nature  of  Service  Time 

7/24 — Tel.  to  Warne;  Knupp;  Conference, 
Dictated  Letter  to  Kipnis  and  Mittel- 
man  for  Pacht,  Tannenbaum  &  Ross . .      2.3 


Total  carried  forward   84.2 

7/29— Letter  from  Warne;  Tel.  to  DeGroot, 

Warne ;  Tel.  from  Herzbrun ;  Misc. ...      1. 

7/30 — Copy  of  letter  from  Warne;  Letter  to 
Gilson ;  Research  County  Law  Library ; 
Conference  Warne 2. 

7/31 — Letter  from  and  letter  to  Fischman ...        .5 

8/3  — Letter  from  and  letter  to  Gilson 4 

8/6  — Copy  of  letters  from  Warne;  Tel.  to 
and  tel.  from  Warne;  Tel.  to  Judge 
Harrison's  Clerk;  Conference  Judge 
Harrison,  Warne ;  Tel.  to  Hocke  ....      2.5 

8/7  — Dictated  drafts  of  moving  papers  re 

Order  of  June  26th ;  Letter  to  Warne .      2.5 

8/10 — Tel.  to  Fischman;  Dictated  Memoran- 
dum of  Points  and  Authorities;  Re- 
search ;  Tel.  to  Warne  3.5 

8/11 — Memo  to  Wanie;  Letter  to  Fischman; 
Revised  moving  papers ;  Tel.  to  Warne 
(3) ;  Delivered  drafts  to  Warne 's 
office    2.5 

Total  carried  forward   99.1 
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Brought  foi^ward 99.1 

8/12— Revised  Affidavit;  Tel.  to  Warne;  Let- 
ter to  Fischman ;  Tel.  to  Odium,  N.  Y. ; 
Memo  to  Fischman ;  Misc 3. 

8/13— Letter  to  Gilson 4  ^ 

8/14— Misc 1. 

8/17 — Letter  from  Warne  (2)  ;  Letter  from 

and  letter  to  Fischman ;  Misc 1.   , 

8/21— Misc 5 

8/25 — Revised  Affidavit ;  Letter  to  Fischman ; 

Memo  to  file ;  Misc 1.5 

8/26 — Conference    M.     Silberberg;    Revised 

Affidavit ;  Misc 4. 

8/27 — Tel.  to  and  tel.  from  Fischman,  N.  Y. ; 
Revised  Affidavit ;  Letter  to  Fischman ; 
Tel.  to  Judge  Roth,  Silver ;  Misc 2.5 

8/28— Misc 5 

Total  carried  forward  113.5 

8/31— Letter   to   Gilson;   Tel.    to   Roth   and 

Gunter ;  Tel.  to  Warne 6 

9/1  — Memo  to  Gunter 3 

9/2  —Tel.  from  Gunter  (2) 5 

9/3  — Received  copies  of  letters  from  Warne ; 
Letters    to    Fischman    (2) ;    Meeting 

Roth  and  Gunter 2.5 

9/4  —Revised  Affidavit 4 

9/5  —Dictated  Outline   1. 
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Date  Nature  of  Service  Time 

9/6  — Rec'd  telephone  call  from  Fischman; 

Dictated  letter  to  Fischman 1. 

9/8  — Tel.  from  Fischman 5 

9/9  — Telegram  from  Fischman ;  Misc 1. 

9/10— Filed  Affidavit;  Letter  to   Fischman; 

Letter  to  Gilson ;  Misc 2. 

9/11 — Letter   to   New   York   County    Clerk; 

Letter  to  Gelfand ;  Misc 1. 

Total  carried  forward   154.3 

9/14— Misc 1. 

9/15 — Letter   from   Fischman;   Letter   from 

and  letter  to  Gilson ;  Misc 5 

9/16  to 

9/29 — New  York — Conferences  Golub,  Fisch- 
man,    Gelfand,     Harry;     Tel.     from 

Brandlin,  Weisl,  Cole 72. 

9/30 — Dictated  Opposing  papers ;  Conference 
Brandlin;  Received  Opposing  papers 
from  Mittelman,  etc.,  Checked  file. . .  .      5.5 
10/1  — Received    McDonald's    affidavit;    Re- 
search;   Dictated    opposing    affidavits, 

supplemental  memorandum ;  Misc 7. 

10/2  — Filed     reply     affidavits;     Conference 

Schwartz ;  Misc 5. 

10/5  to 

10/9  — Letter  from  Gluckman,  Schweig 5 
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Exhibit  A — (Continued) 
Date  Nature  of  Service  Time 

10/12— Tel.  to  Hocke;  Letter  to  Gluckman, 
letter  to  Schweig ;  Letter  from  and  let- 
ter to  Mittelman;  Tel.  to  Fischman; 
Tel.  to  Brandlin,  Ambrose ;  Misc 2. 


Total  carried  forward 247.8 

10/13 — Received  motion  papers;  Conference 
Brandlin ;  Dictated  letter  to  Judge  Mc- 
Namee,  Judge  Harrison,  Order 2.5 

10/14 — Studied  defendants'  motion  papers; 
Received  and  studied  Herzbrun's  mo- 
tion; Tel.  from  Brandlin;  Letter  to 
Judge  McNamee;  Tel.  to  Knupp, 
Warne;  Received  Transcript;  Misc.  .  .      4. 

10/15 — Dictated  opposing  papers  to  Herzbrun 
motions;  Conference  Schwartz;  Tel.  to 
Warne  (2),  Knupp  (2);  Conference 
Knupp ;  Stipulation  re  Continuance  of 
defendants'  motions;  Research;  Misc.  .      7. 

10/16 — Received  Silver's  affidavit;  Prepared 
and  revised  reply  affidavit ;  Conference 
Ben  Schwartz ;  Misc 5. 

10/17— Misc 5 

10/19 — Appearance    before    Judge    Harrison; 

Tel.  from  Brandlin,  Schwartz :  Misc.  .  .      3. 

10/20 — Confer.  Brandlin,  Vaughn,  Schwartz  .      1.5 

Total  carried  fonAard 271.3 
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Date                    Nature  of  Service  Time 

Brought  forward 271.3 

10/21— Tel.  to  Fischman,  N.Y.;  Tel.  to  and 
Tel.  from  Schwartz'  office;  Letter  from 
McDonald ;  Letter  to  Woodbum ;  Misc.      3. 

10/22— Tel.  to  and  tel.  from  Schwartz'  office; 

Tel.  from  Fischman,  N.Y. ;  Misc 2.5 

10/23— Tel.  to  New  York;  Tel.  from  Selvin, 
Schwartz;  Letter  to  Judge  McNamee; 
Conference  Selvin;  Tel.  to  Ambrose  .  .      4. 

10/26 — Letter     from     Kipnis;     Telegram     to 

Judge  McNamee ;  Misc 1. 

10/27— Misc 5 

10/28 — Conference  Schwartz,  Selvin ;  Misc.  .  .  .      3.5 

10/29 — Conference  Selvin;  Dictated  letter  to 
Judge  McNamee ;  Letter  from  and  let- 
ter to  Silver ;  Misc 2. 

10/30 — Letter  to  Judge  McNamee ;  Conference 

Schwartz,  Selvin ;  Misc 3.5 

Total  carried  forward 291.3 

11/2  — Conference  Selvin ;  Misc 4 

11/5  —Letter  to  Silver;  Misc 1. 

11/6  —Misc 1.5 

11/10 — Memo  to  Schwartz ;  Letter  to  Selvin  .  .  .5 

11/11— Misc 2. 

11/12 — Dictated  moving  papers;  Tel.  to  Palm 

Springs,  New  York ;  ^lisc 6. 

11/13— Tel.  from  Silberberg;  Misc 2. 
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Date  Nature  of  Service  Time 

11/13  to 

11/15— Las  Yegas  24. 

11/16 — Filed  papers ;  Misc 1.5 

11/17 — Letter  from  and  letter  to  November; 

Letter  to  Fischman ;  Misc 1. 

11/18— Misc 1. 

11/19— Tel.  to  Fischman,  N.Y.,  Nidorf ;  Tel.  to 
Schwartz  (2) ;  Tel.  from  Silberberg, 
November,  Schwartz ;  Memo  to 
Schwartz,  Hall,  Adler;  Conf.  Nidorf, 
Schwartz ;  Misc 4. 

Total  carried  forward 336.2 

11/20 — Research;  Dictated  Memorandum  of 
Points  and  Authorities,  etc.;  Confer- 
ence Misc 6. 

11/23 — Memo  to  Schwartz ;  Checked  Memoran- 
dum in  support  of  motion ;  Misc 2. 

11/24 — Conference    Paul    Ziffren;    Memo    to 

Chantry ;  Misc 2.3 

11/30 — Court  appearance ;  Memo  to  File ;  Let- 
ter from  and  letter  to  Ringer ;  Confer- 
ence Alschuler ;  Dictated  Memorandum 
of  Points  and  Authorities  re  Compen-  m 

sation  Special  Master 4.    - 

12/3  — Memo  to  Schwartz 3 

12/4  — Letter  to  Fischman ;  Misc 5 

12/9  — Memo  to  Schwartz ;  Received  Subpoena       .5 
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12/10 — Received  Memorandum  opposing  affi- 
davits re  Special  Master 5 

12/11 — Studied  Silver's  Memo;  Received  and 
Studied  Knupp's  memo;  Conf. 
Schwartz    2. 

Total  carried  forward 354.3 

12/14 — Appearance   before    Judge    Harrison; 

Memo  to  Schwartz ;  Misc 5.5 

12/15 — Bernard  Reich  Deposition;  Revised 
Order  re  Dismissal ;  Received  Tran- 
script of  11/30;  Misc 3. 

12/16 — Tel.  to  Knupp;  Letter  to  Judge  Har- 
rison         1. 

12/18— Tel.  to  and  tel.  from  Murdock;  Cor- 
rected and  revised  original  deposition; 
Misc.  re  service  on  Hughes 4. 

12/21 — Letter  to  Gilson;  Memo  to  Schwartz; 

Tel.  to  Schwartz ;  Misc 2. 

12/22 — Conference  Schwartz ;  Misc 2. 

12/23— Tel.  to  Foley;   Conference   Schwartz; 

Telegram  and  letter  to  Foley;  Misc.  .  .      2.5 

12/24 — Letter  from  Kipnis;  Misc.  Proposed 

Order    3. 

1954 
1/4  — Letter  to  Ringer;   Tel.   to  Fischman; 

Misc 1.7 

Total  carried  forward 379.0 
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Brought  forward 379.0 

1/5  — Letter  to  Fischman,  Foley 5 

1/6  — Misc 2. 

1/8  —Misc 3 

1/11 — Appearance  before  Judge  Harrison; 
Memo  to  file;  Telegram  to  New  York 
Appellate  Division ;  Misc 2.8 

1/15— Misc 1. 

1/18 — Letter  from  and  letter  to  Campbell, 
Clerk  Appellate  Court,  N.Y. ;  Tel.  from 
Fischman,  N.Y 1. 

1/19 — Conference  Lester  Reinwald  of  Ring- 
er's office ;  Tel.  to  Clerk 1.   ! 

1/25 — Letter  to  Foley;  Tel.  from  Schwartz; 

Misc 5 

1/28 — Tel.  to  Fischman ;  Dictated  affidavit  on 
motion  to  vacate  in  part;  research; 
Misc 5.5 

1/30 — Dictated  Motion,  Memo  of  Points  and 

Authorities ;  Notice  of  Hearing 4. 

Total  carried  forward 397.6 

2/1  — Checked  and  corrected  papers;  Letter 

from  Nevada;  Read  transcripts;  Misc.      2.5 

2/2  — Rechecked  papers ;  Misc 1. 

2/3  — Checked  court  paper  file;  Dictated 
Notice  of  Intention  to  Take  Deposition 
of  Hughes ;  Misc 2. 
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2/4  — Telegram  to  Foley ;  Misc 1. 

2/5  —Misc 5 

2/8  —Tel.  to  Schweig,  N.Y.,  Ringer;  Tel.  to 
Ziffrin;  Conference  Schwartz;  Tel.  to 
and  tel.  from  Schwartz ;  Misc 4. 

2/9  —Misc 5 

2/10— Misc 1. 

2/11 — Affidavit   from   Kipnis;    Letter    from 

Ringer ;  Misc 1.5 

2/12 — Telegram  from  Schwartz ;  Misc 5 

Total  carried  forward  412.1 

2/15 — Appearance    before    Judge    Harrison; 

Letter  to  November,  Foley ;  Misc 5.5 

2/16 — Conference  Prinzmetal ;  Misc 1. 

2/17— Misc 5 

2/19 — Letter  from  and  letter  to  November; 

Misc 1. 

2/20— Tel.  to  Odium 5 

2/23 — Letter  from  and  letter  to  Lowy;  Con- 
ference Schwartz 1. 

2/24 — Research ;  Memo  to  Schwartz ;  Misc.  . .      3. 

3/5  —Dictated  Petition,  Motion,  etc 2.5 

3/8  — Revised  Petition,  etc 5 

3/9  —Dictated  Affidavit 5 

3/10 — Letter    from    and    letter    to    Kipnis; 

Dictated  Memorandum ;  Misc 3. 

3/11 — Filed  Intervention  papers 3 

Total  carried  forward  430.9 
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Date                   Nature  of  Service  Time 

Brought  forward 430.9 


'•&■' 


3/12— Misc 5 

3/15— Misc 5 

3/22— Tel.  to  Foley,  Vegas ;  Misc 1. 

3/24 — Received    and    ansv^ered    affidavit    in 

opposition    1.5 

3/26 — Conference  Schwartz ;  Tel.  to  Benedict, 

Silver,  Clerk 1.5 

3/29 — Appearance   before    Judge    Harrison; 

Misc 3.5 

3/30 — Letter    and    affidavit    to    November; 

Misc 1.5 

3/31— Misc 2.5 

4/1  —Misc 3 

4/3  — Research    3 

4/5  —Misc 3 

4/8  — Received  papers  re  Motion  to  Dismiss ; 

Conference  Wame   1.  J 

Total  carried  forward 445.3 

4/9  — Dictated  Memorandiun ;  Misc 1.5 

4/12 — Received  Notice  of  Depositions ;  Letter 

to  witnesses ;  Misc 1. 

4/13 — Dictated  Motion  to  Quash,  Affidavits 

(2) ;  Proposed  Order,  Memorandum  of 

Points  and  Authorities ;  Misc 2.5 

4/14 — Cheeked    papers;    Tel.    from    Foley; 

Memorandum  to  and  conference  with 
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Selvin;  Conference  Gittelson;  Tel.  to 

Courtis  secretary 3. 

4/15 — Conference  Judge  Harrison;  Telegram 
to  Cook,  et  al.,  Letter  to  witnesses; 
Letter  from  Gelfand;  Tel.  from  Bene- 
dict, Silberberg;  Misc 3. 

4/16 — Conference  I.  Pacht ;  Misc 2.5 

4/21 — Letter     from     Fischman;     Letter    to 

Marshall,  Schwartz 1.5 

4/22 — Conference  Pacht,  Silberberg;  Misc.  . .      2.5 
4/23 — Letter  from  Marshall,  Letter  to  Katz  .        .5 


Total  carried  forward 463.3 

4/26 — Letter  to  Fischman;  Letter  from  and 

letter  to  Kipnis 1.5 

4/29 — Telephone  to  Golub,  New  York 5 

4/30 — Telephone    from    Golub;    Conference 

Selvin ;   Misc 2. 

5/3  — Tel.  to  Fischman,  N.Y. ;  Letter  from 

Fischman,  Silberberg 1. 

5/5  — Tel.  from  Fischman,  N.Y. ;  Tel.  to 
Golub.  N.Y.;  Dictated  letter  to  Sil- 
berberg ;  Letter  to  Fischman  2.5 

5/6  — Conference  Schw^artz ;  Letter  to  Selvin ; 

Misc 1.5 

5/7  —Misc 1.5 

5/10 — Misc.  Conference  1.5 

5/12 — Letter  from  and  letter  to   Fischman; 

Misc 1. 


Total  carried  forward 476.3 
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Brought  forward 476.3 

5/13— Misc 5 

5/14 — Prepared  for  May  17th  hearing 1.4 

5/17 — Court  appearance  before  Judge  Har- 
rison ;  Memo  to  file ;  Memo  to  Selvin  . .      4. 
5/20 — Letter  from  and  letter  to  November  .  .        .5 
5/21 — Telephone   to   Benedict   re   Judgment 

and  findings    3 

5/24 — Letter  to  Benedict 4 

5/26 — Received  papers  from  Benedict;  Misc.        .5 
5/27 — Tel.  to  Fischman  (allocated)  ;  Misc.  .  .      1. 
5/28 — Received    data     from    Selvin;    Conf. 

Warne ;  Tel.  from  and  tel.  to  Warne  . .      3.5 

5/31 — Conference  Warne ;  Misc 1. 

6/1  — Letter  to  Fischman 5 

Total  carried  forward 489.4 

10/53  to 

11/53— Research  (Paul  Selvin)   26. 

4/14/54  to 

5/27/54— Research  by  Paul  Selvin 59. 

6/3  — Checked  Selvin  research ;  LT  Selvin  . .      1. 

6/7  — Telephone  from  Selvin 2 

6/8  — Conference  with  Selvin;  Telephone  to 

Judge  Harrison  re  Hearing  Date 4  i 

6/9  — Studied   memoranda   and   letter   from 

Selvin;   Letter    to    Selvin;    Research; 

Checked  transcripts;  Prepared  outline 

of  affidavits 4. 
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6/10 — Letter  from  and  letter  to  Fischman; 

Conference  C.W 1.5 

6/11 — Preparation  and  dictation  of  draft  of 
affidavit  in  opposition  to  motion  to 
dismiss ;  Checked  transcripts ;  Misc.  . .      3.5 


Total  carried  forward 585.5 

5/27  to 

6/17— Research  (Paul  Selvin)  22. 

6/14 — Dictated  draft  of  Affidavit,  Notices  of 
Hearing,  Motion;  Letter  from  Bene- 
dict ;  Misc 3,5 

6/15 — Dictated  draft  of  Affidavit  re  Counsel 

fees,  etc.,  as  against  RKO 4. 

6/16 — Studied  exhibits,  revised  affidavit  in 
opposition  to  motion  to  dismiss;  Dic- 
tated draft  Opening  Statement  of 
Memo;  Letter  from  Fischman;  Tele- 
phone from  Schwartz 6. 

6/17 — Revised  affidavits;  Analyzed  Delaware 

and  Nevada  papers 7. 

6/18 — Telephone  to  and  from  Selvin;  Re- 
search ;  Revised  Notices 1.5 

6/21 — Dictated  balance  of  draft  of  Memo  of 
Points  and  Authorities ;  LF  Selvin  and 
research   6.5 

6/22 — Research  law  library;  Dictated  Memo 
re  fees  against  Defendants;  Revised; 
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Date  Nature  of  Service  Time 

Dictated  memo  re  fees  against  Plain- 
tiffs       10. 

6/23 — Revised    and    checked    papers;    Tele- 
phone from  and  to  Selvin ;  Misc 4.    \ 

Total 648.0 


[747] 


EXHIBIT  B 

Costs  Advanced 
Date  Amount 

1952 

12/15— Filing  Complaint    $    15.00 

1953 

2  /  5— Telephone  &  Telegraph 28.51 

3  /  2— Telephone  &  Telegraph 21.10 

3  /  2 — Expenses  re  New  York  trip 28.96 

3  /  4 — Marshal  re  service   12.80 

3  /  6 — Stenographic  services 12.00 

3/11 — Marshal  re  service 4.00 

5/13— Telephone  &  Telegraph 21.32 

6  /  3— Telephone  &  Telegraph  11.25 

6/12— Telephone  &  Telegraph  107.11 

7/21 — Telephone  &  Telegraph 5.19 

8/25— Telephone  &  Telegraph 8.63 
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9/15— Telephone  &  Telegraph $20.65 

9/15— Photostating   5.50 

9/29— Expenses  re  New  York  trip 100.00 

10/14— Transcript 8.40 

10/14— Postage 90 

10/16— Telephone  &  Telegraph   14.88 

10/27 — Stenographic  services 25.30 

10/29— Transcript 32.00 

10/30— Telephone  &  Telegraph 28.43 

11  /  5— Postage    2.68 

11/10 — Misc.  re  research,  etc.  to  Paul  Selvin  70.00 

11/12— Air  ticket  Las  Vegas 39.10 

11/16 — Expenses  re  Las  Vegas  trip 50.00 

11/17— Postage  [748] 1.00 

11/20— Telephone  &  Telegraph   6.00 

11/20— Misc 4.95 

11/23— Photostating  4.61 

12/14— Telephone  &  Telegraph 92.23 

12/15— Transcript 23.10 

12/23 — Investigation  charges  re  service  of 

process   150.00 

12/28— Deposition  27.50 

12/29— Transcript    37.70 

1954 

1/15— Telephone  &  Telegraph 8.35 

1/15— Photostating  25.00 

1/18 — Certified  copies  of  orders,  N.  Y.  ...  2.26 

1/18 — Transcript 7.35 

1/26 — Expenses  re  Las  Vegas  trip 50.00 
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Date  Amount 

2  /  2— Postage  $1.96 

2  /  2— Telephone  &  Telegraph 9.25 

2  /  2 — Investigation  charges  re  service  of 

process   241.85 

2/15 — Transcript 11.55 

2/17— Telephone  &  Telegraph  7.25 

3  / 1— Transcript 18.90 

3  /  8— Postage 1.26 

3/15— Telephone  &  Telegraph 22.80 

4  /  5 — Telephone  &  Telegraph  7.07 

4  /  9— Telephone  &  Telegraph 4.25 

4/21— Postage    3.32 

4/23— Transcript 26.40 

5/10— Telephone  &  Telegraph  [749]  ....  24.65 

6  /  4— Postage 92 

6  /  9— Telephone  and  Telegraph 43.46 

Total  Disbursements $1,538.65 

[Endorsed]  :     Filed  June  28,  1954.  [750] 
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[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  (.^OURT— JUNE  28,  1954 

Present:  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs:  no  appearance. 

Counsel  for  Defendants :  no  appearance. 

Proceedings : 

For  (1)  hearing  motion  of  plaintiffs  to  vacate  in 
part  order  docketed  and  entered  Jan.  12,  1954,  and 
for  other  relief; 

(2)  hearing  application  of  plaintiffs  for  leave  to 
take  the  deposition  of  Howard  R.  Hughes ; 

Pursuant  to  motion,  notice,  memo,  of  points  and 
authorities,  and  affidavit  of  Bernard  Reich,  and 
notice  of  intention  to  apply  for  deposition  of  How- 
ard R.  Hughes,  filed  Feb.  4,  1954; 

(3)  further  hearing  motion  of  Bernard  Reich, 
Esq.,  local  attorney  of  Record  for  plaintiffs  for 
appointment  of  a  Special  Master,  pursuant  to  Rule 
53  of  FRCP,  and  pursuant  to  motion,  affidavit  of 
Bernard  Reich,  filed  Nov.  16,  1953,  and  renotice  of 
hearing,  filed  March  11,  1954; 

(4)  hearing  motion  of  plaintiffs  and  the  proposed 
intervenors,  Julius  November  and  Eleanor  Novem- 
ber to  add  and  join  parties  plaintiff,  or  for  leave  to 
intervene,  pursuant  to  motion,  petition,  affidavit  of 
Bernard  Reich,  and  memo,  of  points  and  authorities, 
and  notice,  filed  March  11,  1954; 
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(5)  hearing  motion  of  plaintiffs  to  quash  deposi- 
tions noticed  by  Louis  Kipnis,  Leo  B.  Mittelman, 
and  Robert  Silver,  Esqs.,  purported  attorneys  for 
plaintiffs,  as  noticed  April  9,  1954,  of  witnesses, 
Benj.  F.  Schwartz,  et  al.,  pursuant  to  notice,  motion, 
affidavit  of  Bernard  Reich,  and  Memo,  of  points  and 
authorities,  filed  April  1,  1954; 

(6)  hearing  motion  of  defendant  RKO  Radio 
Pictures,  Inc.,  for  dismissal  of  this  action  with 
prejudice,  pursuant  to  notice,  motion,  points  and 
authorities,  and  affidavit,  filed  April  7,  1954,  and 
order  of  continuance. 

It  Is  Ordered  that  cause  as  to  hearing  on  said 
motions,  etc.,  is  continued  to  July  12,  1954,  10  a.m. 

EDMUND  L.  SMITH, 
Clerk.  [765] 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  LOUIS  KIPNIS  IN  OPPOSI- 
TION TO  MOTION  FOR  FEES  AND  COSTS 
AS  AGAINST  PLAINTIFFS ;  AS  AGAINST 
RKO;  AND  IN  CONNECTION  WITH 
RKO'S  MOTION  TO  DISMISS  WITH 
PREJUDICE 

State  of  New  York, 
County  of  New  York — ss. 

Louis  Kipnis,  being-  duly  sworn,  deposes  and  says: 

1.     I   am  the   attorney   for  the   plaintiffs   above 
named,  and  their  only  attorney  herein  with  respect 
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to  whom  the  conventional  relationship  of  attorney 
and  client  exists.  Messrs.  Mittelman  and  Silver  are 
associated  with  me  in  the  above-entitled  action. 

2.  This  affidavit  is  in  opposition  to  the  motions 
herein  made  by  Bernard  Reich,  Esq.,  in  his  own 
name  and  in  his  own  behalf,  (a)  for  fees  and  costs 
against  plaintiffs;  (b)  for  fees  and  costs  against 
defendants  RKO ;  and  (c)  in  support  of  the  motion 
made  herein  by  RKO  Radio  Pictures,  Inc.,  to  dis- 
miss the  above-entitled  action.  [766] 

3.  This  affidavit  is  made  by  me  rather  than  by 
the  plaintiffs  because  I  am  familiar  with  all  the  facts 
involved,  whereas  the  plaintiffs  have  no  personal 
knowledge  of  any  of  the  matters  set  forth  in  the 
moving  affidavit  of  Reich  except  as  they  have  been 
informed  and  advised  thereof  by  Mr.  Mittelman  and 
me. 

4.  A  long  time  prior  to  December  13,  1952,  T  was 
retained  by  plaintiffs,  among  others,  to  take  the 
necessary  steps  to  compel  Howard  R.  Hughes,  et  al., 
to  redress  the  wrongs  allegedly  perpetrated  by  them 
against  RKO  and  its  wholly  owned  subsidiary,  RKO 
Radio  Pictures,  Inc.  In  due  course  I  commenced 
two  actions  for  appropriate  relief  in  the  Supreme 
Court  of  the  State  of  New  York. 

5.  While  said  actions  were  pending  in  New  York, 
and  because  we  were  unable  to  obtain  jurisdiction 
of  Hughes  in  New  York,  we  decided,  among  other 
things,  to  commence  a  similar  action  in  California, 
or  in  any  other  jurisdiction  where  Hughes  resided. 
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6.  Accordingly,  on  or  about  December  13,  1952, 
we  requested  Bernard  Reich,  a  member  of  the  Bar 
of  this  Court,  to  act  as  our  local  counsel  in  the 
action  about  to  be  commenced  in  this  Court.  We 
advised  him  that  our  arrangements  with  the  plain- 
tiffs required  us  to  look  for  allowances  for  fees  from 
such  courts  as  had  jurisdiction  to  grant  fees,  and 
that  under  no  circumstances  were  plaintiffs  to  be 
obligated  therefor.  We  agreed  to  pay  him  10%  of 
such  counsel  fees  which  might  be  awarded  to  us  for 
services.  We  agreed  further  that  in  the  event  serv- 
ices bej^ond  those  anticipated  from  Reich  were  ren- 
dered by  him,  he  might  receive  such  additional  com- 
pensation as  would  be  determined  by  a  mutual 
friend,  Bernard  D.  Fischman  of  New  York,  who  had 
submitted  Reich's  name  to  us.  Among  other  things, 
he  [767]  specifically  agreed  to  abide  by  our  policies 
and  by  our  decisions  with  respect  to  the  prosecution 
of  the  California  action. 

7.  Reich  acquiesced  to  these  terms.  We  mailed 
him  a  copy  of  our  complaint  in  the  New  York  ac- 
tion. He  added  the  necessary  jurisdictional  para- 
graphs thereto,  and  caused  the  same  to  be  filed  in 
this  Court. 

8.  Shortly  thereafter,  I  met  with  Mr.  Tom  Slack, 
attorney  for  Hughes,  at  the  home  of  Mr.  Odium  at 
Indio,  California.  The  full  and  complete  history  of 
that  meeting  has  been  set  forth  several  times  and 
will  not  be  repeated  here.  At  that  meeting  Mr. 
Slack  stated  that  Mr.  Hughes  was  a  resident  of  the 
State  of  Nevada  and  that  he  was  perfectly  willing 
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to  meet  the  issues  raised  by  plaintiffs  in  that  juris- 
diction. He  also  stated  that  plaintiffs  were  free  to 
sue  in  any  state,  including  California,  but  that  Mr. 
Hughes  would  contest  jurisdiction  if  the  action  were 
prosecuted  in  any  other  state  than  Nevada.  All 
the  parties  conceded  that  it  was  advisable  that  the 
issues  be  determined  judicially  and  not  in  the  news- 
papers and  that  procedural  delays  be  avoided  in 
order  to  prevent  grave  injury  to  RKO  and  its  stock- 
holders. 

9.  We  examined  into  the  facts  as  to  Mr.  Hughes' 
residence  in  Nevada,  and  into  the  advantages  and 
disadvantages  of  proceedings  in  the  Nevada  Courts, 
and  we  concluded  that  it  would  be  to  the  best  inter- 
ests of  RKO  and  its  stockholders  to  bring  an  action 
in  the  State  Court  of  Nevada  Avhich  had  adopted 
the  Federal  Rules  of  Procedure  effective  January 
1,  1953.  We  convinced  ourselves  that  Mr.  Hughes 
could  successfully  establish  his  residence  in  Nevada, 
and  could  successfully  oppose  any  attempt  to  estab- 
lish his  residence  in  California.  Moreover,  it  was 
our  opinion  that  it  [768]  would  be  time-consuming 
and  expensive  to  attempt  to  establish  residence  in 
California.  So  far  as  we  were  concerned  it  mattered 
not  at  all  where  we  tried  the  issues  so  long  as  we 
could  avoid  tedious  and  expensive  dilatory  tactics. 
We  had  no  doubt  whatever  of  the  integrity  of  the 
Nevada  Court.  We  retained  David  Zenoff  of  the 
Nevada  Bar  to  institute  the  action. 

10.  We  concededly  made  the  decision  to  institute 
the  Nevada  action  without  consulting  Mr.   Reich 
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or  anyone  else  but  our  clients.  The  institution  of 
the  suit  received  immediate  publicity  and  aroused 
also  the  ire  and  wrath  of  Mr.  Reich  who,  appar- 
ently, saw  vanishing  from  his  grasp  that  which  he 
had  planned  to  take  for  himself,  to  wit,  control  of 
this  action  under  the  belief  that  this  case  would 
necessarily  be  tried  in  this  Court,  in  consequence 
of  which  he  would  expect  somewhat  more  than  10%. 

11.  Upon  being  advised  of  the  commencement  of 
the  Nevada  action,  Reich  first  attempted  to  persuade 
us  that  our  judgment  was  bad.  He  importuned  us 
to  make  use  of  allegedly  important  factual  informa- 
tion which  he  alone  allegedly  possessed.  He  pleaded 
to  be  named  as  co-counsel  in  the  Nevada  action  so 
that  he  could  examine  Hughes  in  pre-trial  hearings. 
He  suggested  a  relationship  with  Floyd  Odium 
that  could  be  most  helpful.  He  intimated  that  the 
Nevada  action  could  be  misconstrued.  He  suggested 
that  we  might  be  charged  with  fraud  and  collusion. 
He  insisted  on  attempting  to  establish  that  Hughes 
was  a  resident  of  California  rather  than  Nevada 
for  no  other  reason  than  that  it  would  possibly 
establish  control  of  the  case  in  his  hands  with  pos- 
sible consequent  financial  benefits  to  himself.  To 
that  end  he  consistently  violated  instructions  from 
us  on  the  spurious  ground  that  he  was  protecting 
the  interests  of  the  stockholders  as  a  class.  [769] 

12.  Reich  became  a  problem  child.  We  were 
besieged  by  long-distance  calls  without  number.  He 
sought  the  intervention  of  our  mutual  friend,  Ber- 
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nard  D.  Fischman  of  the  New  York  bar  who  had 
recommended  him.  The  situation  became  intoler- 
able. Finally,  when  Reich  himself  had  su^^ested 
that  he  would  prefer  to  retire  in  order  to  carry 
on  himself  on  behalf  of  other  stockholders,  we 
agreed  thereto,  and,  in  desperation,  offered  to  re- 
lease him  from  all  obligations  to  us.  In  addition, 
we  agreed  that  our  agreement  to  pay  him  10% 
of  our  fees  would  survive  his  substitution,  even 
though  we  would  have  to  compensate  the  new  and 
substituted  counsel.  We  had  by  now  become  con- 
vinced that  Reich's  emotional  instability  was  such 
that  if  financial  sacrifice  on  our  part  could  dis- 
engage us  from  him  then  we  would  make  it  (and 
we  did). 

13.  By  reason  of  his  suggestion  that  we  arrange 
to  substitute  him,  we  retained  the  late  Henr}^  Herz- 
brun.  Stipulations  of  substitution  were  prepared. 
Reich  changed  his  mind.  He  no  longer  wished  to 
be  substituted  out  of  the  case.  It  became  necessary 
to  discharge  him ;  and,  of  course,  under  the  circum- 
stances it  was  our  position  that  he  had  forfeited 
all  right  to  compensation  under  our  agreement. 

14.  In  the  meantime,  we  were  preparing  for 
trial  in  Nevada.  We  WTre  taking  depositions  of 
numerous  witnesses  and  marking  for  identification 
hundreds  of  voluminous  docimients. 

15.  Reich,  as  this  Court  well  knows,  thereafter 
made  overt  his  previousl}^  sugested  charges  of  fraud 
and  collusion  in  the  very  case  in  which  he  asked 
us  to  name  him  as  co-counsel.    He  even  sought  to 
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enter  the  Nevada  action  by  the  back  door,  stimu- 
lating and  triggering  and  paying  the  expenses  of 
a  proposed  intervenor  (the  Novembers — his  present 
clients  here)  in  the  Nevada  action.  He  even  de- 
mands compensation  at  [770]  $50  an  hour  from 
plaintiffs  for  these  efforts.  (See  "Time  Sheet," 
page  14,  line  19,  and  ''Expense  Sheet,"  page  1, 
line  30.)  He  also  reached  out  to  New  York,  and 
inspired  the  same  charges  of  fraud  and  collusion 
in  the  courts  of  New  York. 

16.  As  we  were  readying  ourselves  for  trial,  Mr. 
Hughes  took  the  unusual  step  of  offering  to  buy  up 
all  the  assets  of  RKO  including  the  claims  against 
him.  The  making  of  the  offer  came  as  a  complete 
surprise  to  us,  but  we  did  not  doubt  for  a  moment 
that  the  proposed  purchase  price  included  a  sub- 
stantial amount  attributable  to  the  claims  set  forth 
in  plaintiffs'  two  causes  of  action  in  Nevada,  the 
only  court  wherein  jurisdiction  had  been  obtained 
over  Hughes  and  the  other  defendants. 

17.  Thereafter,  Hughes  moved  to  have  the  Ne- 
vada suit  dismissed  with  prejudice.  Upon  analysis 
of  consequences  of  the  Hughes  offer,  we  requested 
the  plaintiffs  to  cross-move  for  reimbursement  of 
counsel  fees  for  us  and  for  the  accountants'  fees 
and  of  disbursements.    This  was  done. 

18.  Bernard  Reich  was  then  advised  by  us  as 
follows : 
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"March  8,  1954. 
''Registered  Mail 

"Bernard  Reich,  Esq. 
"328  South  Beverly  Drive 
"Beverly  Hills,  California 

"Re:  Castleman  V.  Hughes 

"Dear  Sir: 

"Please  be  advised  that  there  has  been  circulated 
by  RKO  Pictures  Corporation  a  proxy  statement, 
a  notice  of  special  meeting  of  stockholders,  a  letter 
from  the  president,  all  dated  February  28,  1954, 
and  a  notice  of  court  hearing. 

"In  connection  with  the  notice  of  court  hearing, 
we  have  served  a  cross-motion,  in  [771]  substance, 
for  an  order  to  reimburse  my  clients  for  counsel 
and  accountants'  fees  and  expenses. 

"Reimbursement  for  said  counsel  and  account- 
ants' fees  encompasses  wholly  and  solely  the  serv- 
ices rendered  by  Mr.  Mittelman  and  myself  and 
others  here  in  New  York  and  by  David  Zenoff,  Esq., 
of  the  Nevada  Bar. 

"There  has  not  been  nor  will  there  be  any  claim 
made  by  my  clients,  or  by  us,  for  reimbursement 
of  counsel  and  accountants'  fees  or  expenses  for 
anyone  other  than  the  persons  above  mentioned 
and  specifically  excludes  any  claim  for  services 
allegedly  rendered  by  you.  If  you  believe  that  your 
alleged  services  are  compensable,  we  suggest  that 
you  assert  so  on  March  22,  1954,  at  10  a.m.  before 
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Judge  McNamee  of  the  Eighth  Judicial  District 
Court  of  the  State  of  Nevada,  at  Las  Vegas,  Ne- 
vada, specifying  the  scope,  nature,  extent  and  value 
of  the  same,  if  any. 

"Please  be  further  advised  that  the  acts,  trans- 
actions, court  proceedings  and  communications,  both 
oral  and  written,  by  you,  to  the  press  and  to  others, 
will  be  relied  upon  by  us  and  our  clients  to  resist 
the  payment  to  you  of  any  sum  of  money  for  your 
alleged  services  in  the  above-entitled  case  or  else- 
where. 

''We  are  not  immindful  of  the  position  taken  by 
you  before  Judge  Harrison  that  you  claim  that  you 
are  entitled  to  compensation  on  the  basis  of  quan- 
tum meniit  and  this  communication  is  not  to  be 
constmied  as  a  concurrence  by  us  that  such  position 
is  valid  or  tenable. 

"Very  truly  yours."  [772] 

19.  Bernard  Reich  deliberately  and  wilfully 
failed  to  appear  in  the  Nevada  Court  to  establish 
whatever  claim  to  fees  he  felt  himself  entitled  to 
for  alleged  services  rendered. 

20.  Plaintiffs,  we  repeat,  never  contracted  to 
pay  Bernard  Reich  any  fees,  and  such  fees,  if  he 
were  entitled  to  any,  were  forfeited  by  his  mis- 
conduct and  disloyalty  as  heretofore  alleged  and 
realleged. 

21.  There  is  no  fimd  before  this  Court  out  of 
which  fees  could  be  ordered  to  be  paid,  and  plain- 
tiffs could  not,  as  a  matter  of  laAv,  seek  reimburse- 
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ment  for  counsel  fees  and  expenses  in  this  Court 
on  behalf  of  Bernard  Reich  or  anyone  else. 

22.  Bernard  Reich  was  discharged  as  attorney 
for  plaintiffs  for  cause.  He  failed  and  refused  to 
follow  instructions.  He  was  obstructive.  He  sought 
to  take  over  the  case.  He  wrongfully  accused  us 
of  fraud  and  collusion.  He  undertook  to  take  actions 
and  procedures  contrary  to  our  instructions,  and 
without  the  approval  of  our  clients.  He  showed 
himself  unfit  to  participate  in  the  case  by  reason 
of  temperament  and  disposition.  In  addition,  and, 
finally,  he  was  unfaithful  to  his  retainer.  Mr.  Reich 
was  discharged  on  or  about  May  7,  1953.  Before 
and  after  that  date  he  was  guilty  of  all  of  the 
charges  levelled  against  him  by  us  in  this  affidavit, 
and  documented  in  our  earlier  affidavits. 

23.  We  appreciate  the  distasteful  duty  which  has 
been  thrust  upon  this  Court.  Though  we  believe  that 
Reich  was  justifiably  discharged  by  us,  we  at  all 
times  offered  to  negotiate,  arbitrate  or  litigate  the 
question  of  compensation,  if  any,  to  Reich.  For 
example,  when  this  Honorable  Court  stated  on 
October  19,  1953,  at  page  38  of  the  transcript  for 
that  date:  [773] 

''I  think  there  should  be  an  adjustment  made 
if  you  want  to  dispose  of  Mr.  Reich  in  this 
case.  It  seems  to  me  this  Court  shouldn't  be 
called  upon  to  settle  the  internal  quarrels.  I 
don't  think  they  bring  any  credit  to  the  Bar  to 
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have  counsel  in  court  fighting  over  attorney 

fees.  *  *  *," 

we  accepted  the  suggestion. 

24.  In  all  seriousness  and  good  faith,  we  at- 
tempted to  follow  the  Court's  suggestion  and  in  that 
regard  took  the  first  step  in  an  attempt  to  negotiate. 
This  Court  mil  recall  that  in  an  affidavit  filed  on 
November  25,  1953,  in  opposition  to  the  appoint- 
ment of  a  Special  Master  herein,  we  incorporated 
a  letter  which  was  written  by  Robert  Silver,  Esq., 
consistent  with  this  Court's  suggestion,  and  we  in- 
cluded therein  Reich's  reply  thereto.  Reich,  in 
short,  refused  to  cooperate  in  this  regard.  Indeed, 
he  wrote  a  letter  to  our  mutual  friend,  Mr.  Fisch- 
man,  with  regard  to  the  matter.  A  portion  of  said 
letter  was  read  to  Mr.  Mittelman  with  Reich's 
knowledge  and  consent,  as  Mr.  Mittelman  was  in- 
formed by  Mr.  Fischman.    It  is  as  follows: 

''Mittelman  apparently  had  Silver,  Herz- 
brun's  successor,  contact  me  regarding  a  settle- 
ment of  our  differences.  Silver  asked  me  for 
an  itemized  statement  of  my  expenses  and  a 
bill  of  particulars  regarding  my  fees.  I  have 
refused  it  on  two  occasions."   (Emphasis  ours.) 

It  is  fairly  obvious  that  Reich  did  not  wish  to  adjust 
mth  us.  He  still  believed,  apparently,  and  as  his 
subsequent  acts  showed,  that  he  could  force  his 
way  into  control  of  the  case.  [774] 

25.  Next  we  thought  that  we  might  be  able  to 
arbitrate  and  again  we  tried  to  cooperate  in  that 
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direction  and  again  we  were  rebuffed.  This  time  the 
rebuff  did  not  follow  the  prior  pattern.  Instead 
Reich  proposed  preconditions  of  such  a  nature  (vir- 
tually a  veto  power  over  the  course  of  this  litiga- 
tion) that  he  knew  in  advance,  when  he  stated  them, 
that  his  counterproj)osal  to  arbitrate  would  be  un- 
acceptable. We  find  Reich  threatening  to  file  affi- 
davits accusing  us  of  fraud  and  collusion  unless  we 
capitulate  to  his  demands.  Reich,  in  a  letter  to 
Fischman  dated  September  3,  1953,  a  part  of  which 
Fischman  read  to  us  on  the  telephone,  threatened 
on  the  eve  of  the  holiest  day  of  our  common  religious 
calendar,  as  follows: 

''If  Mittelman  does  not  making  a  binding 
agreement  b,y  Tuesday,  September  8,  1953,  to 
arbitrate  before  you  the  week  of  the  21st,  I 
Avill  file  my  affidavit,  Thursday,  September 
10th." 

26.  And,  finally,  with  respect  to  Reich's  refusal 
to  litigate,  we  refer  to  the  fact  that  on  March  22, 
1954,  Reich  filed  a  plenary  law  suit  against  us  and 
others,  including  RKO,  for  one-half  million  dollars 
in  the  United  States  District  Court  for  the  District 
of  Nevada,  and  caused  deponent  Kipnis  to  be  served 
with  the  summons  and  complaint  therein.  Instead 
of  prosecuting  whatever  cause  of  action  Reich 
thinks  he  possesses,  he  dropped  the  suit  under  Rule 
41  of  the  Federal  Rules  of  Civil  Procedure.  On 
the  basis  of  these  factors,  it  is  respectfully  sub- 
mitted that  our  statement  hereinabove  (Paragraph 
"23")  that  Reich  heretofore  refused  to  negotiate. 
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arbitrate  or  litigate,  has  been  established  out  of  the 
mouth  of  Reich  himself. 

The  only  conclusion  that  can  be  drawn  is  that 
Reich  wishes  only  to  agitate  and  get  his  name  in  the 
papers,  [775]  as  witness  his  reference  in  his  appli- 
cation for  fees  from  RKO,  where  he  complains  of 
"The  almost  complete  blackout  in  the  newspapers 
of  the  proceedings  had  in  this  case  *  *  *."  (Page 
9,  line  9). 

27.  A.  It  is  evident  that  Bernard  Reich  is  ac- 
tually attempting  to  impress  on  this  case  now,  in 
advance  of  the  taking  of  proof  and  the  making  of  a 
record,  the  factual  and  legal  concepts  which  he  would 
like  to  have  accepted  for  purposes  of  the  ultimate 
determination  of  the  issues  on  the  merits.  In  short, 
in  this  pui^portedly  procedural  motion,  he  is  in  fact 
seeking  substantive  determinations  of  a  far-reach- 
ing nature — and  utterly  fallacious  ones  at  that. 

B.  For  example,  he  makes  allegations  as  though 
there  is  no  real  dispute  about  them.  Whereas,  we 
have  indicated  time  and  again  that  Reich  was  dis- 
charged for  cause,  he  repeats  and  realleges  at  every 
turn  that  this  is  a  case  involving  a  wrongful  dis- 
charge and,  consequently,  that  the  applicable  legal 
principles  entitle  him  to  compensation.  Quite  the 
contrary  and  to  make  doubly  sure  of  the  nature  of 
our  position,  it  is  this,  that  our  discharge  of  Reich 
was  for  cause,  and  that  as  a  consequence  he  has  no 
right  to  any  compensation  whatever. 

C.  Reich  may  have  a  right  to  contend  for  the 
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concepts  embodied  in  his  motions,  no  matter  liow 
erroneous  or  unfounded,  and  to  ask  the  Court  to 
accept  them;  but  like  any  other  ar^iments  on  the 
merits,  these  he  is  entitled  to  present  only  following 
the  making  of  a  record  in  an  action  brought  for 
si)ecific  relief  and  on  the  basis  of  evidence  contained 
therein.  It  may  not  properly  be  accomplished  by 
assertion  and  argument  in  a  motion  of  the  kind  with 
which  we  are  here  confronted.  [776] 

28.  Reich  thereby  finds  himself  in  a  dilemma  of 
his  own  creation.  If  his  collateral  attack  on  the 
Nevada  judgment  is  sustainable,  then  it  follows  that 
the  case  cannot  be  dismissed,  from  which  it  neces- 
sarily follows  that  Reich  may  not  apply  for  fees, 
since  the  case  will  not  have  been  terminated  by 
judgment  or  compromise  before  this  Court.  On  the 
other  hand,  if  the  Nevada  judgment  receives  the 
full  faith  and  credit  to  which  it  is  entitled,  and 
since  said  judgment  explicitly  finds  not  only  free- 
dom from  collusion  but  that  the  same  was  diligently 
prosecuted  and  that  the  stockholders  w^ere  most  ade- 
quately represented,  and  since  the  Nevada  Court 
had  jurisdiction  to  render  full  and  complete  and 
equitable  justice,  then  Reich  is  entitled  to  no  com- 
pensation. Therefore,  by  reason  of  the  foregoing, 
this  application  for  fees  by  Reich  is  utterly  un- 
tenable. 

29.  In  what  has  been  said  above,  we  have  set 
forth  the  facts  justifying  the  propriety  of  Reich's 
discharge,  and  the  facts  which  lead  to  the  legal  con- 
clusion that  this  Court  has  no  power  or  jurisdiction 
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to  gi-ant  either  of  Reich's  applications  for  fees.  I 
might  also  add  that  in  the  event  this  Court  grants 
the  defendants'  motion  to  dismiss,  then  the  motion 
heretofore  made  by  us  for  a  substitution  of  attor- 
neys becomes  moot,  and  there  is  no  necessity  for 
passing  on  the  same  or  attaching  conditions.  Indeed, 
we  respectfully  request  this  Court  to  permit  us  to 
withdraw  said  motion  and  we  herewith  do  so  move. 

30.  Among  other  things,  Reich  attached  to  his 
application  for  fees  a  table  of  hours  spent  for  which 
he  seeks  compensation,  and  an  itemized  list  of  ex- 
penses for  which  he  seeks  reimbursement.  We  refer 
to  these  tables  not  because  we  believe  this  Court 
has  the  power  or  right  to  consider  them  in  regard 
to  Reich's  application  for  fees  [777]  (since  we  con- 
tend this  Court  has  no  power  or  jurisdiction  to  pass 
upon  the  same),  but  because  they  mirror  and  re- 
flect obviously  non-compensable  services,  though 
superficially  appearing  to  constitute  efforts  in  pros- 
ecution of  the  action.    Hereinafter,  we  shall  show 

that  the  alleged  services  in  question  were,  in  fact, 
performed  in  Reich's  personal  interest,  and  in  op- 
position to  the  interests  of  the  action,  and  in  con- 
travention of  instructions. 

31.  In  seeking  compensation  from  the  plaintiffs, 
Reich  has  taken  eighteen  pages  to  tell  his  story. 
The  bulk  of  the  material  consists  of  quotations  from 
self-serving  letters  which  have  been  controverted 
by  reference  to  chapter  and  verse.  Since  these 
warmed-over  false  charges  are  again  submitted,  we 
will  not  again  document  the  denials  but  incorporate 


I 


vs.  Howard  Hughes,  etc.,  et  al.  333 

those  already  given,  under  oath,  on  an  earlier  oc- 
casion. 

32.  In  Paragraph  "20,"  Page  16,  Reich  recites 
that  he  has  had  to  fight  off  false  charges  made  by 
us  and  that  these  required  his  ''*  *  *  attention  to 
the  minutest  detail."  ''Let's  look  at  the  record," 
and  we  mean  the  Reich  record  (his  very  own  time 
sheets).  Taking  the  listed  "false  charges"  seriatim, 
as  recited  in  his  affidavit,  we  find: 

(a)  Re:  the  Calif ornia-Rosonthal  intervention. 
Of  this  intervention  Reich  claimed  ignorance  time 
and  again.  In  the  examination  before  trial  (on  De- 
cember le5,  1953)  of  Reich,  he  objected  and  did  not 
testify  to  whether  he  conferred  with  Mr.  Brandlin 
with  reference  to  the  Rosenthal  petition  to  inter- 
vene. His  own  time  sheets  show  contact  with  Rosen- 
thal's New  York  lawyer  (Gelfand)   on  September 

11,  1953;  telephone  contact  with  Rosenthal's  Cali- 
fornia lawyer  (Brandlin)  between  September  16 
and  29,  1953 ;  conference  with  Brandlin  on  Septem- 
ber 30,  telephone  contact  with  Brandlin  on  October 

12,  1953;  conference  with  Brandlin  [778]  on  Octo- 
ber 13,  1953;  telephone  contact  with  Brandlin  on 
October  14,  1953,  and  again  on  the  19th ;  and  a  con- 
ference with  Brandlin  on  the  20th.  It  is  for  these 
hours  (of  inciting  the  fighting  of  the  plaintiffs) 
that  Reich  wants  $50  an  hour. 

(b)  Re:  Schiff*  and  Sack.  They  were  plaintiffs 
in  New^  York  and  Delaware  actions  against  Hughes, 
et  al.  Reich  under  oath  on  December  15,  1953,  six 
months  after  he  was  discharged  by  plaintiffs,  tes- 
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tified  before  trial  that  he  telegraphed  their  lawyer, 
Halperin,  from  Las  Vegas  volunteering  help.  And 
for  this  Reich  not  only  wants  plaintiffs  to  pay  him 
$50  an  hour,  but  to  pay  for  his  fare  and  expenses 
to  Nevada  and  for  the  telegram  to  Halperin. 

(c)  Re:  Charge  of  self-hospitalization  to  avoid 
testifying  before  Judge  McNamee  on  the  fake  charge 
of  collusion:  On  this  score  Reich  is  hoist  on  his 
own  petard.  A  look  at  his  time  sheets  for  Monday, 
October  19,  1953,  shows  "Appearance  before  Judge 
Harrison."  I  was  in  Court  and  saw  Reich;  he  was 
in  fine  fettle.  On  Tuesday,  the  20th,  Reich  records 
charges  for  which  he  expects  $50  an  hour;  on 
Wednesday,  the  21st,  more  $50  an  hour  charges; 
on  Thursday,  the  22nd,  more  $50  an  hour  charges; 
on  Friday,  the  23rd  $200  worth  of  charges  (i.e.  4 
hours).  Saturday  and  Sunday  are  clear.  On  Mon- 
day, the  26th,  more  charges  and  again  on  Tuesday, 
the  27th,  the  hearing  day  in  Nevada,  more  small 
charges.  Were  we  not  therefore  justified  in  con- 
tending that  Reich  hospitalized  himself  only  to 
escape  from  the  need  to  testify?  Reich's  time  sheets 
and  his  affidavit  thoroughly  confirm  this  most  seri- 
ous charge  and  simultaneously  and  just  as  thor- 
oughly cast  serious  doubt  on  the  validity  of  the  time 
sheet  and  the  integrity  of  its  author.  Now  it  may 
be  that  Reich  was  in  the  Cedars  of  Lebanon  Hos- 
pital between  October  [779]  19,  1953,  when  he  stood 
before  Judge  Harrison  and  October  26,  1953,  when 
he  sent  the  telegram  to  Judge  McNamee  saying  that 
he  was  hopitalized,  but  it  cannot  be  deduced  from 
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an  examination  of  his  affidavits  or  time  sheets.  And 
how  disabling  an  illness  could  it  have  been  (if  ill- 
ness it  was)  if  Reich  was  able  to  and  did  carry  on 
his  affairs? 

(d)  As  to  his  desire  only  for  a  fee:  Is  there 
any  doubt  about  this  ?  Reich 's  motions  herein  speak 
for  themselves. 

33.  A.  I  have  analyzed  the  daily  time  sheets 
submitted  by  Reich  wherein  he  claims  that  he  de- 
voted to  this  matter  a  total  of  648.0  hours  of  re- 
corded time  between  December  13,  1952,  and  June 
23,  1954. 

B.  It  is  to  be  noted  that  Reich  was  discharged 
on  May  7,  1953,  (though  he  had  expressed  a  desire 
to  be  relieved  as  early  as  April,  1953).  Between  the 
date  of  his  retainer  and  the  date  of  his  discharge, 
Reich  has  only  58.8  recorded  hours.  The  balance 
of  589.2  recorded  hours  are  entered  after  his  dis- 
charge. 

C.  Of  the  58.8  so-called  recorded  hours  before 
his  discharge,  at  least  5.7  hours  seem  to  be  devoted 
to  letters  and  telephone  calls  to  Fischman  who  had 
absolutely  nothing  to  do  with  the  prosecution  of 
this  action.  At  best,  Reich  seems  to  have  devoted 
50  hours  to  the  case  before  his  discharge. 

34.  It  seems  to  us  that  following  his  discharge 
Reich  was  an  interloper  or  at  best  a  volunteer  whi^ 
was  acting  on  his  own.  Yet,  if  we  are  to  look  at  the 
matter  realistically,  we  find  ourselves  formulating 
this  question :  Is  Reich  entitled  to  compensation  foi- 
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fomenting  or  soliciting  interventions  in  California 
and  Nevada,  and  for  continuing  in  an  action  wherein 
he  had  been  discharged  ?  [780] 

25.  Let  us  examine  some  of  the  larger  charges  of 
time.  As  the  first  example : 

(a)  We  find  that  Reich  came  to  New  York  be- 
tween September  16  and  September  29,  of  1953,  and 
charges  72  hours  to  plaintiffs  at  the  rate  of  $50  an 
hour.  And  what  did  he  do  in  New  York  according 
to  his  record?  He  conferred  with  Golub,  Fischman, 
Gelfand  and  Harry  (?).  And  he  had  telephone  calls 
with  Brandlin,  Weisl  and  Cole. 

Golub  is  the  lawyer  he  sought  to  retain  to  bring 
a  law  suit  as^ainst  Mittelman  and  me. 

Fischman  is  the  lawyer  who  introduced  Mittelman 
and  me  to  Reich. 

Gelfand  is  the  attorney  for  the  Rosenthals  who 
sought  to  intervene  in  this  Court  and  who  applied 
for  a  fee  before  Judge  McNamee  which  was  denied. 

Brandlin  is  Rosenthals'  California  lawyer. 

Weisl  and  Cole  represent  interests  connected  with 
Mr.  Odium. 

But  what  do  any  of  these  activities  have  to  do 
with  the  prosecution  of  the  plaintiffs'  suit,  either 
before  this  Court  or  before  Judge  McNamee.  They 
were  activities  calculated  to  further  only  the  per- 
sonal interests  of  Mr.  Reich.  They  were  against  the 
interests  of  plaintiffs.  They  had  for  their  purpose 
the  taking  over  of  the  control  of  the  litigation  in 
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Reich's  interests,  and  U)v  tliis  lie  seeks  to  charge 
plaintiffs.  More  hours  were  spent  by  Reich  on  this 
futile  personal  adventure  than  were  spent  by  him 
on  the  prosecution  of  the  California  action  prior  to 
his  discharge. 

(b)  We  next  examine  the  entry  of  November  13 
to  November  15,  1953 — ''Las  Vegas — 24  hours." 
What  were  these  hours  devoted  to?  Reference  to  the 
calendar  reveals  this  to  be  the  week  end.  It  was  for 
the  purpose  of  [781]  obtaining  counsel  in  Nevada 
for  the  Novembers  so  that  they  could  move  to  inter- 
vene in  the  Nevada  action  and  against  the  interest 
of  the  plaintiffs.  The  motion  for  intervention  was 
dated  November  17,  1953,  two  days  after  Reich  ob- 
tained counsel; — and  the  moving  papers? — we  al- 
ready established  that  they  were  prepared  by  Reich ! 
For  this  Reich  desires  compensation  from  plaintiffs 
at  $50  an  hour,  or  a  total  of  $1,200. 

(c)  Let  us  next  examine  the  entry  entitled 
"10/53  to  11/53  Research  (Paul  Selvin)  26  hours." 
It  is  most  interesting.  Here  we  have  Reich  not  only 
claiming  compensation  for  time  at  the  rate  of  $50 
an  hour  for  work  done  by  one  Selvin,  but  we  also 
find,  from  an  examination  of  the  disbursement  rec- 
ord (11/10/53,  Ex.  "B,"  p.l,  1.29)  a  payment  of 
$70  to  said  Selvin — compensation  at  the  rate  of 
something  just  over  $2.00  ])er  hour.  Who  is  exploit- 
ing whom?  Not  only  did  Reich  not  perform  the 
work  for  which  he  demands  $50  an  hour  (or  a  total 
of  $1,300)  but  for  that  self-same  time  he  paid  out  a 
total  of  $70,  reflecting  a  gross  profit  to  himself  of 
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$1,230.  And  if  the  same  rate  of  compensation  is  to 
be  paid  to  Selvin  for  the  subsequent  entries  entitled 
** 4/14/54  to  5/27/54—59  hours,"  Reich  stands  to 
profit  by  an  additional  $2,750  since  he  charges  plain- 
tiffs for  these  hours,  devoted  by  Selvin,  also  at  the 
rate  of  $50  an  hour.  And  if  Reich  does  the  same 
with  the  item  of  5/27  to  6/17  of  1954  (p.  25,  1.3  of 
Ex.  *'B")  "22  hours,"  there  will  accrue  an  addi- 
tional profit  of  over  $1,000. 

It  would  seem  that  Selvin  was  employed  by  Reich 
to  do  the  so-called  research  work.  (Please  see  the 
further  entries  of  6/21/54  and  6/23/54,  p.  25,  lines 
24-30).  That  Reich  chose  to  pay  Selvin  at  the  rate 
of  less  than  $3.00  per  hour,  while  seeking  $50  per 
hour  for  himself  for  [782]  such  services  is  signifi- 
cant not  because  plaintiffs  are  by  any  means  liable 
therefor  (which  they  are  not),  but  because  it  throws 
light  on  Mr.  Reich's  monopolization  of  all  the  hon- 
esty, decency  and  integrity  in  this  case. 

(d)  Further  examination  of  the  record  after 
Reich"  was  discharged  shows  that  he  spent  a  great 
deal  of  time  writing  letters  to  Fischman,  to  Warne 
and  to  a  host  of  persons  having  no  possible  con- 
nection with  the  prosecution  of  plaintiffs'  actions 
in  this  or  any  other  court.  For  these  pursuits  Reich 
claims  a  total  of  approximately  175  hours.  It  is 
difficult  to  be  accurate  in  this  regard  because  Reich 
frequently  bundles  his  time  record  with  unrelated 
items  as  for  example:  *' Court  appearance;  tele- 
phone from  Fischman;  memo  to  file — 2.5  hours." 


vs.  Hotvard  Hughes,  etc.,  et  al.  339 

But  we  have  done  our  best,  and  we  believe  our  ap- 
proximation is  correct. 

36.  Reich's  letters,  conferences  and  telephone 
calls  to  Fischman  (his  friend) ;  to  Warne,  Golub 
and  Marshall  (his  advisors) ;  to  Schwartz,  "Brandlin, 
November,  Foley,  Gilson,  Aleschuler,  Nidorf  and 
Halperin  (attorneys  for  other  stockholders  seeking 
to  intervene) ;  surely  is  not  a  basis  for  compensation. 
It  would  be  indeed  ironic  if  a  client  could  be  charged 
for  services  of  his  attorney  even  though  they  are 
calculated  to  work  against  that  client's  interests. 

37.  Reich's  major  activities  after  his  discharge 
by  plaintiffs,  according  to  his  time  record,  were  con- 
fined to  efforts  to  establish  that  Mittelman  and  I  had 
been  engaged  in  fraudulent  and  coUusive  activities 
with  the  defendants  and  in  endeavoring  to  master- 
mind the  activities  of  other  stockholders  to  the  end 
that  they  would  employ  him  either  openly  or  behind 
the  scenes  and  carry  on  parallel  litigation,  for  all 
of  which  he  now  seeks  compensation  from  [783] 
plaintiffs. 

38.  We  have  not  the  slightest  doubt  that  defend- 
ants are  capable  of  contesting  Reich's  extortionate 
and  unconscionable  demands  upon  them.  But  we 
cannot  remain  silent  in  the  face  of  certain  state- 
ments therein  made  by  Reich  lest  our  silence  be 
deemed  a  tacit  admission  of  the  truth  thereof. 

39.  It  is  important  to  note  and  emphasize  that 
Reich,  in  making  his  claims  against  defendants,  is 
acting  strictly  on  his  own.   He  is  not  authorized  by 
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plaintiffs  to  demand  or  request  any  fees.  Plaintiffs 
have  refused  and  still  refuse  to  apply  to  any  court 
for  fees  on  his  behalf  for  the  reasons  above  stated. 
Plaintiffs  have  been  reimbursed  by  defendants  to 
the  full  extent  of  any  and  all  claims  for  fees  and 
reimbursement  of  expenses.  This  is  evidenced  by 
way  of  the  satisfied  judgment  of  the  Nevada  Court. 

40.  Reich  seeks  compensation  from  plaintiffs  for 
the  very  sei'vices  for  which  he  seeks  compensation 
from  defendants;  from  plaintiffs,  approximately 
$40,000,  and  from  defendants,  $1,250,000  (by  his  cal- 
culation  in  Paragraph  ''21"  of  his  affidavit).  " 

41.  In  a  compound  of  deliberate  distortion  of 
fact  and  misstatement  of  legal  principles,  Reich 
seeks  in  ten  pages,  which,  in  turn,  incorporates  25 
more  pages  of  ''daily  time  sheets,"  to  create  an 
atmosphere  of  sympathy  for  himself  because  of  his 
realization  of  the  nature  of  the  self-created  dilemma 
in  which  he  finds  himself.  He  wants  fees  and  he 
frankly  and  obviously  does  not  scruple  as  to  how 
and  from  whom  to  get  them. 

42.  In  Paragraph  "26,"  line  "26"  of  Reich's 
affidavit,  he  would  have  this  Court  believe  that  the 
sum  of  $12,500  was  somehow  available  to  him,  im- 
plying either  that  RKO  or  that  we  had  offered  to 
pay  him  said  sum.  This  is  an  utter  and  deliberate 
distortion  calculated  to  convey  to  this  Court  the 
idea  that  [784]  we  or  that  RKO  offered  Reich 
$12,500.  We  never  offered  any  such  sum  to  Reich. 
As  appears  above  we  had  tried,  but  only  as  a  cour- 
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tesy  to  this  Court,  and  wholly  without  prejudice, 
to  arbitrate  or  negotiate  with  Reich,  but  without 
success. 

43.  In  o[)posing  fees  to  Reich  from  plaintiffs  we 
have  more  fully  set  forth  our  position,  i.e.,  we  owe 
him  nothing;  our  clients  owe  him  nothing,  and  the 
defendants  owe  him  nothing.  This  Court  has  no 
jurisdiction  in  the  matter,  and  even  if  it  had,  it 
ought  not  in  the  exercise  of  its  discretion  entertain 
the  application. 

44.  In  passing,  we  note  that  Reich's  affidavit  is 
devoid  of  factual  matter  showing  the  rendition  of 
compensable  legal  services.  In  clear  anticipation  of 
the  attack  on  his  "but  for  "-theory  of  causation,  that 
is,  that  "but  for"  his  services  there  would  have 
been  no  purchase  by  Hughes  of  the  assets  of  RKO, 
Reich  urges  a  legal  theory  which  reflects  the  fal- 
facious  logical  doctrine  of  "post  hoc  ergo,  propter 
hoc."  (Paragraph  "20").  It  is  no  coincidence  that 
four  sets  of  New  York  law  firms  also  representing 
minority  stockholders  are  also  seeking  compensation 
from  RKO  on  exactly  the  same  "but  for  "-theory 
of  causation  and  also  because  their  law  suits  had 
not  yet  been  dismissed  and  they  reciprocally  give 
no  significance  to  Reich's  sei'vices  in  this  lawsuit 
just  as  he  gives  none  to  them  or  to  their  lawsuits. 
They  are  mutually  and  reciprocally  correct. 

45.  A  word  must  be  added  as  to  Reich's  claim 
to  reimbursement  for  expenses.  On  May  19,  1953,  at 
a  time  when  he  agreed  to  retire  from  the  case,  Reich 
claimed   in   writing  to   us   that   his   disbursements 
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amounted  to  $143.69.  We  agreed  to  pay  his  dis- 
bursements when  he  itemized  them  for  us.  This 
he  refused  to  do.  Now  he  claims  total  disburse- 
ments of  $1,538.65!  We  believe  that  we  had  a  right 
to  know  for  what  [785]  we  were  being*  charged.  The 
more  so  because  of  such  charges  as  follows: 

1.  11/12/53— Air  ticket  to  Las  Vegas— $39.50. 

2.  11/16/53 — Expenses  re:  Las  Vegas  trip — 
$50.00. 

3.  12/23/53 — Investigation  re:  service  of  proc- 
ess—$150.00. 

4.  1/26/54 — Expense  re :  Las  Vegas  trip — $50.00. 

5.  2/2/54 — Investigation  re:  service  of  process — 

$241.85. 

6.  And  hundreds  of  dollars  on  his  long  distance 
calls  in  furtherance  of  his  own  personal  purposes. 

To  demand  payment  from  plaintiffs  for  expenses 
which  he  incurred  in  opposition  to  plaintiffs'  wishes 
is  just  unthinkable. 

Conclusion 

We  must  apologize  to  the  Court  for  the  length 
of  this  affidavit.  In  truth  and  in  fact  we  simply 
did  not  have  the  time  to  shorten  it.  We  received  the 
125  pages  of  motion  papers  from  Mr.  Silver  after 
he  received  them  from  Mr.  Reich.  (We  did  not 
receive  any  papers  directly  from  Reich.)  They 
arrived  in  New  York  on  Friday,  July  1,  1954,  on 
the  eve  of  a  three-day  National  holiday — no  part  of 
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which  we  have  been  able  to  celebrate  since  this  affi- 
davit is  required  to  be  filed  on  or  before  July  7, 
1954,  in  Los  Angeles. 

Mr.  Reich,  on  the  other  hand,  had  notice  of  the 
defendants'  motion  to  dismiss  back  in  April,  1954, 
approximately  three  months  ago.  The  date  for  this 
hearing  was  first  fixed  for  April  19,  1954,  adjourned 
to  June  28,  1954,  and  then  again  to  July  12,  1954. 
Chai'acteristically,  we  believe  Mr.  Reich  waited  until 
the  last  possible  moment  to  make  his  [786]  cross- 
motions,  and  timed  the  service  of  his  papers  to 
cause  maximum  inconvenience  and  harassment  to 
us.  If  we  seem  to  reflect  annoyance  and  resentment 
it  is  because  we  have  been  needlessly  deprived  of 
the  opportunities  to  be  with  our  families. 

I  respectfully  pray  that  Reich's  motion  (a)  for 
fees  and  costs  against  plaintiffs  be  denied;  (b)  that 
his  motion  for  costs  and  fees  against  RKO  be  de- 
nied, and  (c)  that  RKO's  motion  to  dismiss  with 
prejudice  be  granted. 

/s/  LOUIS  KIPNIS. 

Sworn  to  before  me,  this  6th  day  of  July,  1954. 

/s/  LEONARD  BRUNNER, 

Notary  Public,  State  of  New 
York. 

Commission  expires  March  30,  1956. 
[Endorsed] :     Filed  July  7,  1954.  [787] 
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[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  LOUIS  KIPNIS  IN  OPPOSI- 
TION TO  PROPOSED  INTERVENTION 
BY  JULIUS  AND  ELEANOR  NOVEMBER 

State  of  New  York, 
County  of  New  York — ss. 

Louis  Kipnis,  being  duly  sworn,  deposes  and 
says: 

1.  I  am  the  attorney  for  the  plaintiffs  above 
named,  and  the  only  attorney  herein  mth  respect 
to  whom  the  conventional  relationship  of  attorney 
and  client  exists.  Messrs.  Mittelman  and  Silver 
are  associated  with  me  in  the  above-entitled  action. 

2.  I  incorporate  by  reference  my  own  affidavit 
heretofore  submitted  in  opposition  to  said  motion, 
subscribed  and  sworn  to  March  23,  1954. 

3.  In  addition,  the  attention  of  this  Court  is 
called  to  the  fact  that  on  the  hearing  held  in  Ne- 
vada on  March  23,  1954,  the  Novembers  appeared 
and  were  represented  by  [789]  Thomas  A.  Foley, 
Esq.,  of  Las  Vegas,  Nevada,  and  who  appeared  ac- 
cording to  the  transcript  of  the  record,  to  be  the 
attorney  for  intervenors  Julius  and  Eleanor  No- 
vember. 

4.  By  reason  of  their  appearance,  said  proposed 
intervenors  Julius  and  Eleanor  November  are 
bound  by  the  judgment  of  the  Eighth  Judicial  Dis- 
trict Court  of  the  State  of  Nevada,  in  and  for  the 


Jj 


vs.  Tloivard  Hughes,  etc.,  et  al.  345 

County  of  Clark,  and  are  consequently  barred  from 
intervention  into  tliis  case. 

5.  In  view  of  the  facts  and  circumstances  set 
forth  herein  and  in  my  other  affidavit,  I  respect- 
fully submit  that  the  motion  for  intervention  by 
Julius  and  TCleanor  November  should  be  denied. 

/s/  LOUIS  KIPNIS. 

Sworn  to  before  me  this  6th  day  of  July,  1954. 

[Seal]        /s/  AARON  SCHWARTZ, 

Notary  Public,  State  of  New 
York. 

Term  expires  March  30,  1956. 

Affidavit  of  Service  by  Mail  attached. 
[Endorsed] :    Filed  July  8,  1954.  [790] 


[Title  of  District  Court  and  Cause.] 

SUPPLEMENTAL  AFFIDAVIT  OF 
LOUIS  KIPNIS 

State  of  New^  York, 
County  of  New  York — ss. 

Louis  Kipnis,  l^eing  duly  sworn,  deposes  and  says : 

Following  the  mailing  to  Mr.  Silver  of  my  main 
affidavit  in  opposition  to  Reich's  motions,  it  oc- 
curred to  me  that  I  have  the  solution  as  to  who  one 
of  the  unidentified  conferees  with  Reich  in  New 
York  in  September,  1953,  is.   In  my  main  affidavit, 
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p.  16,  para.  25,  I  identified  every  person  enumer- 
ated by  Reich  except  one  "Harry."  It  is  my  con- 
clusion that  Harry  is  none  other  than  Harry  Rosen- 
thal, one  of  the  proposed  intervenors  in  this  case. 
The  reason  for  my  conclusion  is  that  the  conferees 
included  Gelfand,  who  is  Harry  Rosenthal's  New 
York  lawyer,  and  a  telephone  communication  from 
Brandlin,  who  is  Harry  Rosenthal's  California 
lawyer.  [792]  The  other  entries  on  the  time  sheet 
would  seem  to  confirm  my  conclusion  that  "Harry" 
is  Harry  Rosenthal. 

The  only  other  item  which  I  wish  to  clarify  ap- 
pears in  my  main  affidavit  on  p.  12,  1.  24.  This 
Court  will  recall  that  the  Rosenthal  motion  for 
intervention  came  up  for  hearing-  before  it  on  Oc- 
tober 19,  1953.  Prior  to  the  return  day  thereof,  we 
caused  to  be  served  a  cross-motion  for  multiple 
relief  as  follows:  (a)  staying  the  Rosenthal  motion 
until  their  depositions  could  be  taken,  (b)  enjoin- 
ing Reich  from  acting  as  alleged  counsel  in  the  case, 
(c)  substituting  Reich,  (d)  admitting  me  as  lead 
counsel  for  plaintiffs,  (e)  quashing  the  notice  served 
by  Reich  to  take  Mr.  Hughes'  deposition,  and  (f) 
for  such  relief  as  is  proper  in  the  premises.  In 
my  main  affidavit,  on  p.  12,  para.  29,  I  refer  to 
our  motion  for  substitution  as  though  it  were  a 
separate  and  distinct  motion.  And,  I  asked  leave 
of  this  Court  to  withdraw  it  since  a  granting  of 
the  motion  of  RKO  would  render  it  moot.  In 
view  of  the  fact  that  the  prayer  for  relief  by  way 
of   substituting   Reich   is   but   an   incident   in   my 
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aforesaid  cross-motion  for  multiple  relief,  I  do  not 
wish  the  impression  to  remain  that  I  am  withdraw- 
ing the  prayer  for  the  other  relief.  On  the  other 
hand,  perhaps  in  order  to  avoid  any  misunder- 
standing]^ whatsoever,  I  respectfully  ask  this  Court 
to  disregard  the  following  sentence  in  my  main 
affidavit:  '' Indeed,  we  respectfully  request  this 
Court  to  permit  us  to  withdraw  said  motion  and 
we  herewith  do  so  move."    (P.  12,  1.  24.) 

In  other  words,  as  things  stand  now,  I  am  not 
withdrawing  my  cross-motion  of  October  19,  1953. 

/s/  LOUIS  KIPNIS. 
Sworn  to  before  me  this  6th  day  of  July,  1954. 

[Seal]        /s/  AARON  SCHWARTZ, 

Notary  Public,  State  of  New 
York. 
Term  expires  March  30,  1956. 

Affidavit  of  Service  by  Mail  attached. 
[Endorsed] :     Filed  July  8,  1954.  [793] 


[Title  of  District  Court  and  Cause.] 

REPLY  AFFIDAVIT  OF  BERNARD  REICH 

State  of  California, 
County  of  Los  Angeles — ss. 

Bernard  Reich,  being  first  duly  sworn,  deposes 
and  says: 

1.  While  attending  a  conference  in  San  Fran- 
cisco as  a  lawyer  delegate  I  was  served  at  my  office 
with  the  following  papers  and  on  the  dates  indi- 
cated : 
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(a)  On  July  7,  1954:  Supplemental  affidavit  of 
Louis  Kipnis,  dated  July  6,  1954;  Memorandum  of 
Points  and  Authorities  in  Opposition  to  the  fee 
applications  of  Reich;  also  re  RKO's  Motion  to 
Dismiss,  filed  by  Messrs.  Kipnis  and  Mittelman; 
Affidavit  of  Louis  Kipnis  in  Opposition  to  Proposed 
Litervention,  dated  July  6,  1954;  Affidavit  of  Louis 
Kipnis  regarding  Motion  for  Security  for  Costs, 
dated  July  6,  1954;  Reply  Memorandum  of  [795] 
Points  and  Authorities  in  Support  of  Motion  to 
Dismiss  with  Prejudice,  filed  by  RKO;  Affidavit 
of  Louis  Kipnis  in  Opposition  to  Motion  for  Fees 
and  Costs,  etc.,  filed  by  Messrs.  Kipnis  and  Mittel- 
man, dated  July  6,  1954;  Memorandum  of  Points 
and  Authorities  of  RKO  in  Opposition  to  Applica- 
tion of  Bernard  Reich  for  Fees  from  ''Defendants 
Other  Than  Bank."  1 

(b)  On  July  6,  1954,  there  was  left  at  my  office 
Subpoena  with  command  that  I  bring  Items  I 
through  XIV,  as  listed  in  attached  Exhibit  A,  con- 
sisting of  five  and  one-half  pages. 

2.  On  my  return  to  the  office  Saturday,  July  10, 
1954,  I  had  time  only  to  read  the  said  documents. 

3.  My  papers  in  opposition  to  the  motion  to  dis- 
miss and  papers  in  support  of  my  motions  return- 
able July  12,  1954,  were  served  by  mail  on  June 
28,  1954,  and  were  received  by  local  counsel  for  the 
defendants  and  purported  counsel  for  the  plaintilfs 
apparently  on  Tuesday,  June  29th,  1954,  some  four- 
teen days  before  the  return  date  of  July  12,  1954. 

4.  Defendant   RKO   makes   no   complaint   with 
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respect  to  the  time  of  service  of  my  papers.  On  the 
other  hand  Mr.  Kipnis  makes  a  point  that  he  did 
not  receive  the  papers  from  his  local  counsel  here 
until  just  before  the  July  4th  week  end.  Tn  this 
connection  I  wrote  to  local  counsel  for  the  defend- 
ant RKO,  on  June  9,  1954,  that  the  proposed  date 
of  July  12,  1954,  was  not  convenient  to  me,  although 
I  could  be  ready  if  necessary.  I  sent  a  copy  of  the 
letter  to  all  counsel,  includin.g  Messrs.  Kipnis  and 
Mittelman,  but  on  June  14,  1954,  I  received  a  letter 
from  local  counsel  for  the  defendant  RKO  that  he 
was  sorry  to  advise  me  that  counsel  on  their  side 
was  not  willing  to  continue  the  hearing  date  and 
insisted  on  the  July  12th  date. 

5.  I  require  time  within  which  to  answer  the 
various  papers  which  were  served  on  me  on  July 
7th,  1954.  Also  inasmuch  as  the  [796]  Subpoena 
left  at  my  office  indicates  that  the  defendant  RKO 
wishes  to  take  testimony,  I  too  wish  to  take  testi- 
mony and  of  the  following  persons:  Howard  R. 
Hughes,  Louis  Kipnis,  Leo  B.  Mittelman,  Tom 
Slack,  Eli  B.  Castleman,  Marion  V.  Castleman, 
Louis  Feuerman,  and  others.  Before  the  hearing 
at  which  these  persons  are  made  to  testify  I  would 
like  to  take  their  depositions.  All  of  this  assumes, 
however,  that  this  Court  intends  to  hold  hearings 
to  take  testimony. 

6.  Even  if  I  had  the  time  to  answer  the  various 
ajffidavits  of  Louis  Kipnis,  I  would  be  loathe  to  do 
so.  It  has  not  been  my  policy  in  this  case  to  follow 
Mr.  Kipnis  in  his  diversionary  tactics.  I  am  certain 
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this  his  technique  is  obvious,  that  is,  ''don't  deny, 
attack  and  raise  smokescreens."  I  intend  to  fight 
the  fire,  not  the  smoke.  Mr.  Kipnis'  affidavits  are 
essentially  false  and  scurrilous.  I  have  had  occasion 
to  ansAver  them  before  and  have  denied  them,  in- 
cluding his  charge  that  I  hospitalized  myself  to 
avoid  appearance  before  Judge  McNamee.  This 
being  his  most  serious  charge,  I  say  again  that  I 
was  not  hospitalized,  repeat  not,  on  the  date  of  the 
hearing  in  Las  Vegas ;  nor  did  I  represent  to  Judge 
McNamee  that  I  was.  I  did  not  appear  in  Las 
Vegas,  not  because  I  was  ill,  but  because  I  did  not 
choose  to.  I  have  already  stated  my  reasons  for  not 
appearing  in  Las  Vegas. 

7.  Again  I  refuse  to  go  down  the  byways  and 
shady  lanes  which  Mr.  Kipnis  would  have  me  go 
down  in  order  to  deny  point  by  point  his  so-called 
defenses  to  the  allegations  I  have  made.  Suffice  it 
to  say  that  I  have  done  what  I  considered  it  to  have 
been  my  duty  to  do  along  the  lines  suggested  by 
the  Chief  Judge  of  this  Circuit.  I  stand  on  my 
record  as  an  attorney  before  the  courts. 

/s/  BERNARD  REICH. 

Subscribed  and  sworn  to  before  me  this  10th  day 
of  July,  1954. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  An- 
geles, State  of  California.  J 

Affidavit  of  Service  by  Mail  attached. 
[Endorsed] :     Filed  July  12,  1954.  [797] 
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[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— JULY  12,  1954 

Present:  Hon.  Ben  Harrison, 
District  Judge. 

Local  Counsel  for  Plaintiff  and  Proposed 
Intervenors:   Bernard  Reich. 

Counsel  for  Plaintiffs :     Robert  Silver. 

Counsel  for  Defendant,  RKO  Radio  Pict., 
Inc.:  Guy  Knupp  and  Roy  W.  Mc- 
Donald. 

Proceeding's  for  Hearing: 

(1)  Motion  of  plaintiffs  to  vacate  in  part  order 
docketed  and  entered  Jan.  12,  1954,  and  for  other 
relief; 

(2)  Application  of  23]aintiffs  for  leave  to  take 
the  deposition  of  Howard  R.  Hughes;  pui^suant  to 
motion,  notice,  memo,  of  points  and  authorities,  and 
affidavit  of  Bernard  Reich,  and  notice  of  intention 
to  apply  for  a  deposition  of  Howard  R.  Hughes, 
filed  Feb.  4,  1954; 

(3)  Further  hearing  motion  of  Bernard  Reich, 
Esq.,  local  attorney  of  record  for  the  plaintiffs,  for 
appointment  of  a  Special  Master,  pursuant  to  Rule 
53  of  FRCP,  and  pursuant  to  motion,  affidavit  of 
Bernard  Reich,  filed  Nov.  16,  1953,  and  renotice 
of  hearing,  filed  March  11,  1954; 

(4)  Motion  of  plaintiffs  and  the  proposed  inter- 
venors, Julius  November  and   Eleanor  November, 
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to  add  and  join  parties  plaintiff,  or  for  leave  to 
intervene,  pursuant  to  motion,  petition,  affidavit  oC 
Bernard  Reich,  and  memo,  of  points  and  authori- 
ties, and  notice,  filed  March  11,  1954; 

(5)  Motion  of  plaintiffs  to  quash  depositions 
noticed  by  Louis  Kipnis,  Leo  B.  Mittelman,  and 
Robert  Silver,  Esqs.,  purported  attorneys  for  plain- 
tiffs, as  noticed  April  9,  1954,  of  witnesses,  Benj. 
F.  Schwartz,  et  al.,  pursuant  to  notice,  motion,  affi- 
davit of  Bernard  Reich,  and  memo,  of  points  and 
authorities,  filed  April  15,  1954; 

(6)  Motion  of  deft  RKO  Radio  Pictures,  Inc., 
for  dismissal  of  this  action,  with  prejudice,  pur- 
suant to  notice,  motion,  points  and  authorities,  and 
affidavit,  filed  April  7,  1954,  and  orders  of  con- 
tinuance ; 

(7)  Motion  of  Bernard  Reich,  attorney  for 
plaintiffs,  filed  June  28,  1954,  for  counsel  fees  and 
costs  from  plaintiffs;  | 

(8)  Motion  of  Bernard  Reich,  attorney  for 
plaintiffs,  and  proposed  intervenors,  filed  June  28, 
1954,  for  counsel  fees  and  costs  from  defendants 
other  than  the  Chase  National  Bank. 

Attorney  McDonald  makes  a  statement,  and 
Attorney  Reich  makes  a  statement. 

It  Is  Ordered  that  cause  be  submitted  on  briefs 
to  be  filed  7x7. 

EDMUND  L.  SMITH, 
Clerk.  [799] 
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[Title  of  District  Court  and  Cause] 

AFFIDAVIT  OF  BERNARD  REICH 

State  of  California, 
County  of  Los  Angeles — ss. 

Bernard  Reich,  being  duly  sworn,  deposes  and 
says: 

1 .  Since  June  23, 1954,  the  last  date  on  Exhibit  A 
attached  to  the  "Affidavit  of  Bernard  Reich  in  Sup- 
port of  Motion  for  Counsel  Fees  and  Costs  Against 
the  Defendants,"  the  time  expended  hy  my  office  in 
this  action  is  set  forth  in  Exhibit  ''C"  attached 
hereto. 

2.  Since  said  Affidavit  I  have  expended  the  sum 
of  $11.72. 

/s/  BERNARD  REICH. 

Subscribed  and  sv^orn  to  before  me  this  16th  day 
of  July,  1954. 

[Seal]        /s/  HELEN  SPARKMAN, 
Notary  Public  in  and  for  the  County  of  Los  An- 
geles, State  of  California.  [800] 
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EXHIBIT  C 

Daily  Time  Sheets 
Date  Nature  of  Services  Time 

Total  carried  forward  from  Exhibit  "A".  .  648.0 

1954 

6/24 — Checked  papers ;  Misc 2. 

6/25 — Telephone   to   and   from   Selvin    (2) ; 

Conference  Selvin ;  Misc 3. 

6/28 — Letter   from    Selvin;   Revised   papers 

and  filed ;  Misc 2.5 

6/30 — Telephone  from  Knupp 3 

7/10 — Read  affidavits,  etc.;  Subpoena;  Dic- 
tated Reply  Affidavit  3. 

7/12 — Court  appearance  Judge  Harrison. ...      7. 

7/13 — Letter  to   Selvin;  Research;  Dictated 

draft  of  argument 3.5 

7/14 — Dictated  balance  of  draft  of  Argu- 
ment; Revised  draft;  Dictated  Affi- 
davit and  exhibit 2.5 

6/23  to 

7/16 — Research  by  Paul  Selvin 16. 

7/15 — Revised  and  checked  papers  re  written 
argument;  Received  copy  of  letter 
from  McDonald ;  Letter  to  Judge  Har- 
rison ;  Tel.  from  Selvin ;  Misc 2.5 

7/16 — Tel.   from  Selvin;  Research;  Revised 

and  checked  papers ;  Misc 2. 

Total  Time  Recorded 692.3 

[Endorsed] :    Filed  July  16,  1954.  [801] 
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[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— AUG.  5,  1954 

Present:  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs :  No  appearance. 

Counsel  for  Defendants:   No  appearance. 

Proceedings : 

The  motion  of  deft  RKO  Radio  Pictures,  Inc., 
to  dismiss,  heretofore  submitted,  is  ordered  granted 
in  accordance  with  Memorandum  of  Court  filed  this 
day. 

Notified  local  counsel  by  mailing  copy  of  Memo, 
of  Court  to  them,  as  follows : 

1.  Mitchell,  Silberberg  &  Knupp. 

2.  Bernard  Reich. 

3.  Robert  Silver. 

4.  Thos.  A.  Slack. 

EDMUND  L.  SMITH, 

Clerk; 

By  MURRAY  E.  WIRE, 

Deputy  Clerk.  [803] 
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[Title  of  District  Court  and  Cause.] 

MEMORANDUM  GRANTING  MOTION 
TO  DISMISS 

This  case  is  one  of  several  shareholders'  deriva- 
tive actions  filed  in  both  state  and  federal  courts 
throughout  the  United  States  involving  alleged 
injury  to  the  same  corporation  at  the  hands  of  the 
same  corporate  officers.  [For  a  detailed  history  of 
the  events  giving  rise  to  this  litigation  see  Schiff 
V.  R.K.O.  Pictures  Corp.,  104  A.  2d  267  (1954).] 

Defendant  R.K.O.  Radio  Pictures,  Inc.,  has  made 
a  motion  to  dismiss  this  action  with  prejudice.  The 
occurrence  of  two  events  since  the  institution  of  this 
action  compels  that  this  motion  be  granted. 

First,  a  sale  of  all  of  the  assets  of  the  corporation 
on  behalf  of  which  this  action  was  brought  to  the 
corporate  officer  who  is  the  alleged  principal  wrong- 
doer has  been  consummated.  The  terms  of  the  con- 
tract of  that  [804]  sale  provide  that  all  causes  of 
action  held  by  the  corporation  against  any  person 
including  that  particular  officer  are  to  be  a  part  of 
the  assets  sold.  The  validity  of  this  sale  has  been 
upheld  by  the  Delaware  Chancery  Court.  [Schiff 
V.  RKO,  supra.]  The  effect  of  that  sale  is  to  render 
this  action  moot. 

Second,  that  action  involving  the  same  issues 
which  are  or  would  be  present  here  instituted  in  a 
Nevada  state  court  has  gone  to  judgment  on  all  of 
these  issues.  That  judgment  must  be  given  the  effect 
of  res  judicata  by  this  court. 


vs.  Howard  Hughes,  etc.,  et  al.  357 

Tli(»  motion  of  local  counsel,  Bernard  Reich,  for 
attorney's  fees  and  costs  must  be  denied.  Local 
counsel  was  emi)loyed  to  bring  this  action  by  New 
York  counsel  for  plaintiff-shareholders  Castleman. 
Employing  counsel  has  been  the  recipient  of  an 
award  of  attorney's  fees  made  in  the  Nevada  action 
heretofore  referred  to.  Local  counsel  must  look  to 
his  employer  and  not  to  this  court  for  his  fee.  Even 
if  this  were  not  the  case  this  court  could  not  make 
an  award  of  fees  to  local  counsel  because  the  Nevada 
court  has  held  that  no  counsel  representing  plain- 
tiffs Castleman  in  actions  pending  elsewhere  is 
entitled  to  any  fee  other  than  that  allowed  by  it. 

Dated :   This  5th  day  of  August,  1954. 

/s/  BEN  HARRISON, 
Judge. 

[Endorsed] :     Filed  August  5,  1954.  [805] 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— SEPT.  1,  1954 

Present:  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs:  No  appearance. 

Counsel  for  Defendants:   No  appearance. 

Proceedings : 

It  Is  Hereby  Ordered  that  this  cause  be  placed 
on  the  calendar  of  Sept.  27,  1954,  10  a.m.,  for  hear- 
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ing  by  the  Court  on  the  objections  to  proposed  final 
judgment. 

The  clerk  is  directed  to  notify  local  counsel. 

Mailed    notices    of    said    hearing    to    following 
counsel : 

(1)  Bernard  Reich,  328  S.  Beverly  Drive, 
Beverly  Hills,  Calif. 

(2)  Mitchell,  Silberberg  &  Knupp,  6399  Wil- 
shire  Blvd.,  L.  A.  48,  Calif. 

(3)  Robert  Silver,  139  S.  Beverly  Dr.,  Bev- 
erly Hills,  Calif. 

(4)  T.  A.  Slack  and  Raymond  A.  Cook,  7000 
Romaine,  Hollyv^ood,  Calif. 

EDMUND  L.  SMITH, 

Clerk; 

By  MURRAY  E.  WIRE, 

Deputy  Clerk.  [806] 
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[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT— SEPT.  27,  1954 

Present:  Hon.  Ben  Harrison, 
District  Judge. 

Counsel  for  Plaintiffs:  Bernard  Reich 
(local  counsel  for  plfs.),  Robert  Silver 
for  plfs. 

Counsel  for  Defendants:  Guy  Knupp  for 
RKO  Radio  Pictures,  Inc. 

Proceedings : 

For  hearing  objections  to  proposed  final  judg- 
ment, pursuant  to  order  fixing  date  of  hearing  and 
notice  by  clerk  9/1/54. 

Attorney  Reich  makes  a  statement  to  the  Court 
in  support  of  allowance  of  attorneys'  fees. 

Court  makes  a  statement.  Attorney  Reich  makes 
a  further  statement.  Attorney  Knupp  makes  a  state- 
ment. The  Court  makes  a  further  statement  that  it 
will  later  sign  final  judgment  as  presented. 

Later,  final  judgment  is  signed  and  ordered  filed 
and  entered. 

EDMUND  L.  SMITH, 
Clerk; 

By  MURRAY  E.  WIRE, 
Deputy  Clerk.  [807] 
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In  the  District  Court  of  the  United  States,  Southern 
District  of  California,  Central  Division 

No.  14,848-BH 

ELI  B.  CASTLEMAN,  et  al., 

Plaintiffs, 

vs. 

HOWARD  R.  HUGHES,  et  al.. 

Defendants. 

FINAL  JUDGMENT 

On  the  12th  day  of  July,  1954,  came  on  to  be 
heard : 

A.  The  motion  of  the  defendants,  RKO  Radio 
Pictures,  Inc.,  to  dismiss  this  action,  with  prejudice. 

B.  The  motion  of  Bernard  Reich,  Esq.,  that  the 
Court  determine  and  enter  judgment  in  favor  of 
Bernard  Reich,  Esq.,  for  attorney's  fees  and  costs 
against  the  defendants  other  than  The  Chase  Na- 
tional Bank. 

C.  The  motion  of  Bernard  Reich,  Esq.,  that  the 
Court  determine  and  enter  judgment  in  favor  of 
Bernard  Reich,  Esq.,  for  attorney's  fees  and  costs 
against  the  plaintiffs  Eli  B.  Castleman,  et  al.  [808] 

The  movants  RKO  Radio  Pictures,  Inc.,  and 
Bernard  Reich,  Esq.,  appeared  generally  on  such 
motions  on  July  12,  1954,  and  argued  the  same 
orally  and  by  written  memoranda; 

The  Court  having  heard  and  considered  such  oral 
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and  written  arguments  upon  the  respective  motions, 
and  having  on  the  5th  day  of  August,  1954,  filed  its 
memorandum  oj)inion  with  respect  to  such  motions, 

It  is  Ordered,  Adjudged  and  Decreed  that  this 
cause  be  and  the  same  hereby  is  dismissed  with 
prejudice. 

It  is  further  Ordered,  Adjudged  and  Decreed  that 
each  of  the  aforesaid  motions  of  Bernard  Reich, 
Esq.,  that  this  Court  enter  judgment  in  his  favor 
for  attorney's  fees  and  costs  be  and  the  same  is 
hereby  denied. 

Dated  this  2'7th  day  of  September,  1954. 

/s/  BEN  HARRISON, 
Judge. 

Approved  as  to  Form : 

LOUIS  KIPNIS,  LEO  B.  MITTELMAN  AND 
ROBERT  SILVER, 

By  /s/  ROBERT  SILVER, 

Attorneys  for  Plaintiffs. 

DONOVAN,  LEISURE, 
NEWTON  &  IRVINE ; 

MITCHELL,  SILBERBERG  & 
KNUPP, 

By  /s/  GUY  KNUPP, 

Attorneys  for  Defendant, 
RKO  Radio  Pictures,  Inc. 
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Disapproved  as  to  Form,  8/23/54: 

/s/  BERNARD  REICH, 

Atty.  for  Plaintiffs. 

[Endorsed] :     Filed  September  27,  1954. 
Docketed  and  entered  September  27,  1954.  [809] 


[Title  of  District  Court  and  Cause.] 

NOTICE  OF  APPEAL 

To  the  Clerk  of  the  Above-entitled  Court : 

Notice  Is  Hereby  Given  that  plaintiffs,  Eli  B. 
Castleman,  and  Marion  Y.  Castleman,  doing  busi- 
ness as  Wolverine  Textile  Company,  and  Louis 
Feuerman,  proposed  interveners,  Julius  November 
and  Eleanor  November,  and  Bernard  Reich,  hereby 
appeal  to  the  United  States  Court  of  Appeals  for  the 
Ninth  Circuit  from  the  whole  and  each  part  of  the 
Final  Judgment  entered  in  this  action  on  September 
27, 1954. 

Dated:     October  1,  1954. 

/s/  BERNARD  REICH, 
Attorney  for  Plaintiffs,  Proposed  Interveners,  Ju- 
lius November  and  Eleanor  November,  and  in 
Pro  Per. 

Affidavit  of  service  by  mail  attached. 
[Endorsed] :     Filed  October  4,  1954.  [810] 
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In  the  United  States  District  Court,  Southern  Dis- 
trict of  California,  Central  Division 

No.  14,848-BH 

Honorable  Ben  Harrison,  Judge  Presiding. 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN,  Doing  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 

Plaintiffs, 

vs. 

HOWARD  R.  HUGHES,  RKO  PICTURES  COR- 
PORATION, RKO  RADIO  PICTURES, 
INC.,  and  THE  CHASE  NATIONAL  BANK 
OP  THE  CITY  OF  NEW  YORK, 

Defendants. 

REPORTER'S  TRANSCRIPT  OF 
PROCEEDINGS 

Monday,  October  5,  1953 

Appearances : 

For  the  Plaintiffs: 

BERNARD  REICH,  ESQ., 
LOUIS  KIPNIS  and 
LEO  B.  MITTELMAN;  By 
BERNARD  REICH,  ESQ. 
HERBERT  HERZBRUN,  ESQ. 
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For  Defendant  RKO  Radio  Pictures  Corp. : 

MITCHELL,  SILBERBERC  &  KNUPP, 

and 

DONOVAN,  LEISURE,  NEWTON  & 

IRVINE,  By 
GUY  KNUPP,  ESQ. 

RAYMOND  A.  COOK, 
Appearing  Amicus  Curiae. 

Monday,  October  5,  1953,  10:00  A.  M. 

The  Court :     You  may  proceed. 

The  Clerk:  Castleman  vs.  Howard  R.  Hughes. 
Motion  of  plaintiff  to  vacate  order. 

Mr.  Reich :     Ready  for  the  moving  party. 

The  Court :     I  will  hear  you. 

Mr.  Reich:     Now? 

The  Court:     Yes,  now. 

Mr.  Reich:  Is  this  with  reference  to  the  motion 
for  amicus  curiae  ? 

The  Court:     The  whole  thing. 

Mr.  Reich :     All  right. 

Mr.  Cook :  If  the  court  please,  I  have  this  motion 
pending  with  reference  to  appearing  as  amicus 
curiae  but  I  think  until  the  court  grants  that  or 
rejects  it  I  have  no  standing  to  appear  on  the  merits 
of  the  motion.  I  will  be  glad  to  explain  to  the  court 
why  I  am  appearing  in  this  fashion. 

The  Court:  You  are  sure  you  are  not  invading 
the  jurisdiction  of  the  court? 

Mr.  Cook:  No.  It  is  only  this,  that  Mr.  Reich 
does  not  question  the  fact  that  this  action  has  been 
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(lisTTiissed  properly  in  all  respects  as  to  tlic  defend- 
ant TTughos. 

Mr,  Reich :     I  do  dispute  that  very  much. 

Mr.  Cook :     All  nght. 

The  Court:  Counsel,  just  a  moment.  I  under- 
stood that  the  motion  to  dismiss  as  to  Hughes  there 
was  no  question  about. 

Mr.  Reich:  There  is  a  question  about  it.  I  am 
moving  to  vacate  the  order  of  June  26,  1953,  which 
includes,  your  Honor,  the  dismissal  against  Hughes. 

The  Court :  Let  us  get  things  straight.  I  am  not 
going  to  dismiss  as  to  Hughes  as  to  that  date.  It 
seems  to  me  that  your  motion  as  to  the  others,  those 
that  were  dismissed,  I  think  inadvertently,  should 
bo  vacated  but  T  don't  think  it  should  be  dismissed 
as  to  Hughes.  You  had  proper  notice  of  that. 

Mr.  Reich:  There  was  no  dismissal  of  Hughes. 
I  direct  your  Honor's  attention  to  the  order 

Mr.  Cook:  Again  if  I  may  interject  this,  assum- 
ing that  Mr.  Hughes  is  not  in  this  cause  presently 
I  know  of  no  way  I  can  appear  before  the  court 
except  as  a  friend  of  the  court  and  of  course  I  am 
not  i)rivileged  to  do  that  wdthout  moving  the  court 
and 

The  Court :  I  think  the  court  will  be  able  to  take 
care  of  itself,  counsel. 

Mr.  Reich  :  On  the  point  that  your  Honor  raised, 
I  am  now  reading  from  the  order  of  June  26 : 

"On  the  8th  day  of  June,  1953,  came  on  to  [3*] 
be  heard  the  motion  of  the  defendant,  Howard  R. 


•Page  numbering  appearing  at  top  of  page  of  original  Reporter's 
Transcript  of  Record. 
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Hughes,  to  dismiss  the  action,  or  in  lieu  thereof  to 
quash  the  return  of  service  of  summons ;  and  it  ap- 
pearing to  the  court  by  uncontraverted  affidavit  that 
the  defendant,  Howard  R.  Hughes,  became  a  resi- 
dent of  the  State  of  Nevada  long  prior  to  the  period 
material  hereto." 

I  note  there  is  no  time  in  that  order  and  your 
Honor  still  doesn't  know  from  any  of  the  papers  in 
this  case  when  Mr.  Hughes  removed  himself  from 
the  jurisdiction  of  this  court. 

"It  is  therefore  ordered  and  decreed  that  the  re- 
turn of  service  of  summons  as  to  the  defendant, 
Howard  R.  Hughes,  be  and  the  same  is  hereby 
quashed." 

That  is  not  a  dismissal  of  the  action  against  Mr. 
Hughes.   The  order  goes  on: 

"It  further  appearing  to  the  court  by  the  record 
in  this  action  that  there  is  another  action  pending 
in  the  State  of  Nevada  in  which  the  same  plaintiffs 
herein  are  the  plaintiffs,  and  in  which  additional 
necessary  defendants  are  joined,  with  all  parties 
properly  before  the  court;  that  such  action  is  being 
actively  prosecuted  before  that  court;  and  that  the 
relevant  Nevada  rules  of  civil  procedure  are  identi- 
cal with  the  Federal  Rules  of  Civil  [4]  procedure 
governing  actions  of  this  type." 

And  there  is  no  allegation  that  this  action  in  Cali- 
fornia was  filed  before  the  Nevada  action,  your 
Honor. 

"It  is,  accordingly,  further  ordered  and  decreed 
that  this  action  be,  and  the  same  is  hereby  dis- 
missed without  prejudice,  the  taxable  costs  of  court 
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exclusive  of  attorneys'  fees  to  be  adjudged  against 
the  plaintiffs  in  the  within  action." 

So  the  action  was  dismissed  against  Mr.  Hughes 
as  distinguished  from  quashing  the  service.  It  was 
dismissed  on  the  ground  that  there  is  a  Nevada 
action  pending. 

Furthermore  I  say  that  the  motion 

The  Court:  Just  a  moment.  You  don't  need  to 
get  so  worked  up  and  excited  in  this  court  because 
I  know  the  background  of  this  case.  This  is  just  a 
fight  between  attorneys  for  attorney  fees  and  I  am 
not  very  much  interested  in  it,  counsel.  I  am  inter- 
ested more  in  the  litigation  not  because  attorneys 
want  to  get  their  fingers  in  the  pie. 

Mr.  Reich:  And  the  order  goes  on  and  says 
** approved  as  to  form"  and  that  is  signed  by  an 
attorney  who  is  not  an  attorney  of  this  Bar  and  who 
has  never  even  been  admitted  to  practice  here  for 
the  purpose  of  this  case. 

It  also  bears  the  name  of  Herbert  Herzbrun  who 
never  appeared  in  this  case  and  who  didn't  even 
sign  this  order  and  then  the  rest  of  the  defendants — 
I  am  the  attorney  of  [5]  record  for  the  plaintiff  in 
this  case.  There  is  no  other  attorney. 

The  Court :  Just  a  moment.  Apparently  it  wasn't 
dismissed  as  to  Hughes.  The  service  was  quashed 
and  I  think  I  will  vacate  the  order  except  that  part 
that  quashes  the  service  as  to  the  defendant  Hughes 
and  then  I  will  let  the  attorneys  fight  it  out. 

Mr.  Reich :  Well,  may  I  be  heard  on  that  point, 
your  Honor? 

The  Court:     No,  I  don't  care  to  hear  from  you. 
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I  am  rather  disgusted  with  this  whole  thing.  I  don't 
think  your  part  of  this  case  is  any  credit  to  the  Bar 
of  this  court. 

Mr.  Reich :  I  ask  to  be  heard  on  that  point,  your 
Honor. 

The  T'ourt:  I  don't  care  to  hear  you.  I  will  set 
aside  the  order,  as  far  as  the  order  of  dismissal  is 
concerned,  and  we  will  take  up  the  other  problems 
when  they  come  up. 

Mr.  Reich:  Your  Honor,  your  Honor  does  not 
want  to  hear  from  me  on  that  at  alH  Your  Honor 
challenged  me  personally.  You  said  you  didn't  like 
my  part  in  this  case. 

The  Court:  You  know  I  received  a  letter  from 
your  correspondent  in  New  York  saying  you  didn't 
have  any  right  in  this  case  and  they  tried  to  fire  you 
and  they  couldn't. 

Mr.  Reich :  Your  Honor,  you  had  a  part  in  mak- 
ing these  rules  in  1944.  You  made  these  rules  about 
counsel  appearing  in  a  case.  May  I  merely  direct 
your  attention  to  the  rule  [6]  your  Honor,  and  also 
to  the  conference  of  judges  that  was  held  in  June 
with  regard  to  this  very  matter. 

The  Court:  Counsel,  I  don't  care  to  hear  any 
lecture  from  you. 

Mr.  Reich:  I  don't  want  to  lecture  you,  your 
Honor. 

The  Court :     I  have  made  my  ruling. 

Mr.  Reich:  Your  Honor,  there  are  attorneys 
present  here  who  have  known  me  for  a  long  time. 
In  open  court  you  have  challenged  my  part  in  this 
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case.  I  think  you  have  cast  aspersions  on  me  and 
I  ask  the  opportunity  to  speak  on  the  point. 

The  Court:  Well,  go  hire  a  hall.  I  don't  care  to 
hear  from  you.  Counsel  will  prepare  the  appropri- 
ate order. 

Mr.  Reich :    Which  counsel  *? 

The  Court:  You  made  the  motion.  I  granted 
the  motion. 

(The  above-entitled  matter  was  concluded.) 
[Endorsed] :     Filed  October  4,  1954.  [7] 


[Title  of  District  Court  and  Cause.] 

REPORTER'S  TRANSCRIPT  OF 
PROCEEDINGS 

Monday,  October  19,  1953 

Appearances : 

For  the  Plaintiffs : 

LOUIS  KIPNIS,  ESQ., 
BERNARD  REICH,  ESQ. 

For  Defendant  RKO  Radio  Pictures,  Inc. : 

MITCHELL,  SILBERBERG  &  KNUPP, 
By  GUY  KNUPP,  ESQ. 

For  Appellants  for  Intervention : 

J.  J.  BRANDLIN,  ESQ. 
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The  Court:  May  I  say  just  a  word?  Counsel  has 
done  a  lot  of  talking  on  both  sides  in  this  case,  but 
as  far  as  this  court  is  concerned  it  is  going  to  put 
this  case  to  [12]  sleep  until  the  Nevada  case  is  de- 
termined. 

I  am  not  going  to  hear  it  and  I  am  not  going  to 
do  anything  with  it  that  I  don't  have  to  do. 

This  case  is  pending  in  Nevada  and  I  understand 
it  is  at  issue  over  there.  They  are  taking  depositions 
and  they  are  getting  ready  for  trial.  I  know  Judge 
McNamee.  He  is  a  very  able  man  and  a  very  schol- 
arly man  and  I  think  as  long  as  they  have  started 
through  the  wringer  over  there  and  that  court  has 
jurisdiction  of  the  parties,  I  am  not  going  to  bother 
with  this  mess. 

You  can  fire  him  or  not,  or  he  can  just  sit  here 
and  wait.  If  I  don't  die  or  old  age  first  maybe  he 
will. 

Mr.  Kipnis:  There  is  only  one  thing  that  is 
troubling  me,  your  Honor. 

Mr.  Reich :    Me  or  Judge  McNamee  ?  j 

The  Court:     You. 

Mr.  Kipnis :  Mr.  Reich  is  worried  and  concerned 
about  the  stockholders.  It  is  going  to  cost  a  heck  of 
a  lot  of  money 

The  Court:  Counsel,  I  am  not  worrying  about 
the  stockholders.  I  have  recognized  and  I  have 
stated  before  that  the  whole  group  of  you  are  inter- 
ested only  in  lawyers  fees  and  that  is  all  you  are 
interested  in,  and  to  win  your  case. 
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You  are  going  to  get  attorney  fees  but  if  any 
attorney  fees  are  fixed  in  this  court  they  are  going 
to  be  mighty  [13]  small  if  I  ever  get  around  to  fix- 
ing attorney  fees.  You  will  wish  that  you  had  never 
hit  this  court,  any  of  you,  because  I  think  that  if 
there  is  any  recovery  that  comes  through  this  court 
the  stockholders  are  going  to  get  the  benefit  of  it 
because  I  feel  this  case  is  primarily  a  lawyer's  case 
all  the  way  through.  And  I  think  the  entire  group 
is  interested  only  in  attorney  fees.  You  are  more 
interested  in  attorney  fees  than  you  are  in  the  stock- 
holders, who  are  scattered  all  over  the  country  I 
suppose. 

I  don't  know  how  many  shares  of  stock  Castleman 
owns  in  this  case 

Mr.  Kipnis :     2500. 

The  Court :     A  pretty  good  investment. 

Mr.  Reich:  May  I  address  the  court  for  just  a 
few  minutes "?  I  promise  to  be  very  brief. 

The  Court:  Yes.  It  doesn't  do  any  good  to  get 
into  an  argument  with  you. 

Mr.  Reich :  I  will  stipulate  that  my  fees  may  be 
small.  I  will  stipulate  you  don't  have  to  fix  fees  at 
all. 

The  Court:    You  don't  have  to  so  stipulate. 

Mr.  Reich :  Your  Honor,  it  is  important  that  my 
position  be  stated. 

The  Court:  I  think  I  understand  your  position. 
And  I  think  if  they  want  to  fire  you  out  of  the  case 
they  should  pay  you  for  what  services  you  have  ren- 
dered. If  they  won't  [14]  let  you  finish  your  con- 
tract I  think  like  anything  else,  you  should  be  paid 
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a  reasonable  fee  for  your  services.  But  I  would  dis- 
like very  much  to  be  holding  onto  a  case  when  the 
client  wants  to  fire  me. 

Mr.  Reich:  Assume  that  you  are  practicing  law 
instead  of  occupying  the  bench  and  assume 

The  Court:  If  I  had  been  practicing  law  this 
case  wouldn't  have  been  here. 

Mr.  Reich :  Well,  your  Honor,  if  you  had  infor- 
mation that  I  have — assuming  that  you  had  certain 
information  which  led  you  to  believe  that  the  stock- 
holders weren't  being  properly  represented  wouldn't 
you  feel  it  was  your  duty  to  the  court  to  apprise  the 
court  after  you  had  tried  to  have  an  understanding 
with  counsel  on  the  other  side  so  that  he  does  repre- 
sent the  clients. 

I  haven't  come  to  this  court.  I  have  been  brought 
into  this  court.  This  action  was  dismissed,  your 
Honor,  without  my  knowledge.  Certainly  you  would 
have  felt  the  duty  as  a  lawyer  as  I  did  to  set  the 
record  straight — that  you  had  nothing  to  do  with 
that,  particularly  if  you  felt  that  the  roof  may  fall 
on  top  of  these  plaintiffs'  attorneys — that  the  truth 
may  come  out  and  you  didn't  want  to  have  anything 
to  do  with  it. 

You  would  have  to  come  to  court  just  as  I  did,  I 
am  sure,  your  Honor,  and  move  to  vacate  a  dismissal 
which  had  [15]  been  inadvertently  obtained  without 
the  only  local  responsible  attorney  of  record  even 
knowing  about  it. 

The  Court:  I  think  you  lawyers  should  get  to- 
gether in  an  arena  of  your  own  and  fight  it  out  and 
settle  this  case  between  the  lawyers  as  to  who  is  who 
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in  the  case  without  intervention  on  my  part.  It  is  a 
spectacle  to  find  lawyers  fighting  among  themselves. 
It  doesn't  bring  any  credit  upon  anybody. 

Mr.  Reich:  Well,  your  Honor,  what  would  you 
do  about  it?  What  could  I  do  about  it?  You  advise 
me  and  I  will  do  it.  I  just  want  to  do  what  is  right. 
You  tell  me  what  to  do  and  I  will  do  it. 

The  Court :     I  am  not  telling  you  what  to  do.  [16] 

*     *     * 

The  Court :  I  know  what  counsel  has  brought  up. 
I  still  stand  by  my  assertion  that  this  is  a  lawyer's 
fight.  I  pity  the  stockholders  if  there  is  any  recov- 
ery. I  wish  I  had  the  fixing  of  the  fees.  If  I  did  I 
know  no  one  would  want  to  try  the  case  in  my  court 
because  I  would  certainly  see  that  [33]  the  stock- 
holders got  whatever  recovery  there  is.  But  I 
wouldn't  have  very  much  to  go  on.  There  is  nothing 
here  to  indicate  that  the  stockholders  are  worrying 
a  great  deal.  Not  nearly  as  much  as  the  lawyers. 

You  say  that  trial  commences  January  4th? 

Mr.  Kipnis:     Yes. 

The  Court :  I  will  continue  this  to  December  28th 
and  I  wish  to  state  that  I  shall  probably  continue  it 
from  time  to  time  until  the  Nevada  case  is  com- 
pleted. 

Mr.  Kipnis:  May  I  make  a  request  about  the 
time  ?  I  am  not  going  to  argue  again.  I  merely  want 
to  make  a  request  with  reference  to  that  date,  your 
Honor.  That  happens  to  be  my  birthday  and  my 
daughter's  birthday — they  are  all  within  that  time. 
I  have  a  sick  mother  at  home  and  I  would  like  to 
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get  back  there.  As  I  say  it  is  my  daughter's  birth- 
day and  it  is  my  birthday  and  it  is  because  of  that 
that  I  ask  you  to  fix  some  other  time. 

The  Court :  Counsel,  it  will  not  be  necessary  for 
you  to  be  present.  I  will  not  do  anything  on  that 
date.  I  am  simply  going  to  continue  the  case  from 
time  to  time  until  the  Nevada  case  is  completed. 

Mr.  Kipnis:  Well,  we  are  faced  with  this  prob- 
lem. Mr.  Reich  is  serving  notice  that  he  is  the 
attorney 

Mr.  Reich :  Why  are  you  concerned  with  the  cor- 
poration ? 

Mr.  Kipnis :  If  your  Honor  will  ask  me  a  ques- 
tion I  will  [34]  be  delighted  to  answer  it. 

The  Court:  I  don't  see  why  you  have  to  worry 
about  it.  The  California  Bar  is  pretty  well  repre- 
sented in  this  state  and  why  you  have  to  make  a  trip 
from  New  York  to  appear  here  seems  to  me  a  waste 
of  money,  particularly  when  I  am  not  going  to  take 
any  action.  I  am  not  going  to  do  anything  with  this 
case  until  the  Nevada  case  has  been  disposed  of. 

Mr.  Kipnis :  And  it  will  be  res  adjudicate  after 
that  case  is  disposed  of. 

The  Court:     The  whole  thing  is  continued. 

May  I  say  one  word?  I  think  that  Mr.  Reich 
should  be  eliminated  from  the  case  in  accordance 
with  the  wishes  expressed  here  and  I  think  there 
should  be  some  adjustment  made  between  the  par- 
ties. 

I  don't  think  that  this  court  should  be  called  upon 
to  fix  any  fees  for  his  services.    It  is  apparently  a 
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lawyers'  case  and  if  you  want  to  get  rid  of  him  I 
think  he  should  be  taken  care  of. 

Mr.  Kipnis :     If  he  is  entitled  to  anythin,^. 

The  Court:     Well,  he  has  worked  on  the  case. 

Mr.  Kipnis:  I  prepared  the  papers  and  all  he 
did  was  bring  them  over  to  the  court  house.  Do  you 
call  that  work  ? 

The  Court:     That  is  worth  something. 

Mr.  Kipnis:  And  that  is  all  he  is  going  to  get, 
if  disloyalty  and  disruption  and  disgusting  behavior 
is  entitled  [35]  to  compensation. 

The  Court:  If  you  can't  agree  on  fees  I  will  fix 
them. 

[Endorsed] :     Filed  October  4,  1954.  [36] 
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Mr.  Reicli :  May  it  please  the  court.  I  first  used 
that  form  of  address,  your  Honor,  on  December  14, 
1937,  before  one  of  Mr.  McDonald's  courts,  the  ap- 
pellate division,  First  Department,  in  New  York 
City,  "May  it  please  the  court." 

That  was  the  day  after  I  took  the  oath  as  an  attor- 
ney in  the  same  department  and  in  the  same  court. 

I  took  the  oath  again  as  an  attorney  in  this  court 
before  the  late  Judge  O'Connor.  I  was  in  uniform. 
And  before  I  was  permitted  to  wear  the  uniform  of 
our  country,  your  Honor,  I  took  still  another  oath 
and  notwithstanding  what  I  heard  the  court  say  this 
morning,  that  he  thought  the  action  should  be  dis- 
missed and  that  no  award  should  be  made  to  me,  and 
that  while  I  did  a  lot  of  work  I  brought  this  all  on 
myself. 

I  say  to  your  Honor  notwithstanding  that  and 
sincerely  I  feel  that  I  have  lived  up  to  those  oaths 
that  I  took  and  to  the  spirit  of  those  oaths. 

If  I  go  out  of  this  courtroom  defeated  and  routed, 
for  the  moment,  I  would  do  the  same  thing  all  over 
again.  I  think  I  did  and  complied  in  this  case  with 
what  a  lawyer  is  called  upon  to  do  and  I  want  to  say 
this,  that  in  this  era  of  fear  and  fright  and  subpoe- 
naing of  Supreme  Court  Justices,  perhaps  even  the 
next  President  of  the  United  States,  more  than 
ever  [8*]  now  I  think  that  the  courts  of  this  country 
are  the  real  bulwark  of  democracy  and  as  I  think  I 
have  had  occasion  to  say  to  this  court  before,  I  think 
the  United  States  Supreme  Court  opens,  and  some 

•Page  numbering  appearing  at  top  of  page  of  original  Reporter's 
Transcript  of  Record. 
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of  the  courts  here,  open  witli  "God  Bless  this  Hon- 
orable Court." 

I  say  it  too  and  I  say  this  knowing  also  what  you 
said  this  morning,  that  I  am  the  real  optimist  in  this 
courtroom  because  I  have  faith  in  the  courts  of  this 
country. 

I  heard  the  Chief  Justice  in  San  Francisco  say, 
your  Honor,  that  the  poor  and  the  little  people 
needed  advocates  and  lawyers. 

I  am  one  of  those  little  people  and  I  represent 
little  people  and  what  this  case  stands  for  to  me  is 
the  attempt  to  push  little  people  around,  and  I  thank 
God  that  I  am  an  attorney  and  I  can  practice  before 
these  courts  and  I  can  be  heard  and  I  can  state 
what  I  know  is  going  on  in  this  case. 

Now,  in  the  ordinary  case — the  ordinary  plaintiff, 
the  ordinary  defendant,  your  Honor,  the  lawyer  for 
either  one  of  the  two  has  the  duty  which  transcends 
his  particular  duty  to  the  particular  client  to  be 
truthful  to  the  court  and  to  abide  by  his  oath.  That 
is  true  in  any  case.  It  is  especially  true  in  a  class 
suit  where  somebody  comes  to  this  court  with  2500 
shares  of  stock  out  of  4,000,000  shares  of  stock  and 
says:  "There  is  an  action  which  I  want  to  bring, 
not  for  myself,  for  my  2500  shares,  but  for  all  the 
stockholders."  [9] 

I  say  that  the  defendants  are  responsible  to  the 
stockholders  for  thirty-eight  and  a  half  million  dol- 
lars and  I  say  to  the  court  that  that  individual  stock- 
holder does  not  represent  anybody  but  the  class  and 
that  he  has  the  duty  of  representing  that  class  in 
good  faith. 
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I  cited  to  the  court  in  what  I  apologize  for,  a  very 
voluminous  set  of  papers,  what  this  California  court 
has  said  about  stockholder  matters — comparing  the 
stockholders  to  a  guardian  ad  litem — an  officer  of 
the  court,  as  it  were,  and  how  much  more  an  officer 
of  the  court,  your  Honor,  is  the  attorney  for  that 
guardian  ad  litem.  And  let  me  say  one  other  thing, 
generally  speaking.  In  view  of  what  I  have  just 
said  it  is  not  necessary,  although  I  can  do  it,  to 
prove  collusion  in  a  stockholders'  suit — that  is  collu- 
sion between  the  defendants  and  the  plaintiff.  It  is 
not  necessary  to  prove  a  sell-out.  All  that  has  been 
proved  is  that  there  was  not  a  truly  adversary  pro- 
ceeding; that  for  self-interest  the  stockholders  who 
purported  to  represent  all  the  stockholders  did  not 
represent  them  in  fact  but  laid  down  on  the  job. 

Now  you  said  this  morning  a  lot  of  work  has  been 
done  by  Mr.  Reich  but  that  I  brought  it  upon  my- 
self. 

Well,  I  had  thought  before  this  morning  that  the 
opinions  that  you  had  at  the  outset  of  this  case  you 
had  long  voiced  and  that  possibly  you  could  have 
divested  yourself  of  certain  opinions  which  you 
expressed  earlier  in  the  case.  [10] 

I  am  concerned  now  because  it  wovild  seem,  per- 
haps, that  your  Honor  has  not  and  I  want  to  place 
in  the  record  if  I  may,  your  Honor,  as  part  of  these 
proceedings  being  held  today,  what  your  Honor 
stated  on  Monday,  October  15,  1953.  This  is  on  page 
13,  line  24, 

This  is  what  you  said  among  other  things.  I  am 
starting  on  line  24.   You  said  this — I  think  it  was 


vs.  Howard  Hughes,  etc.,  et  al.  379 

perhaps  to  all  counsel — maybe  not  to  me  alone  or 
perhaps  you  were  saying  it  to  me.  You  said : 

"You  are  going  to  get  attorney  fees  but  if  any 
attorney  fees  are  fixed  in  this  court  they  are  going 
to  be  mighty  small  if  I  ever  get  around  to  fixing 
attorney  fees.  You  will  wish  you  had  never  hit  this 
court,  any  of  you,  because  I  think  that  if  there  is 
any  recovery  that  comes  through  this  court  the 
stockholders  are  going  to  get  the  benefit  of  it  because 
I  feel  this  case  is  primarily  a  lawyers'  case  all  the 
way  through.'* 

And  also  as  part  of  this  record,  if  your  Honor 
please,  on  the  same  date  and  at  page  33  beginning 
with  line  21 : 

"I  know  what  counsel  has  brought  up.  T  still 
stand  by  my  assertion  that  this  is  a  lawyers'  fight. 
I  pity  the  stockholders  if  there  is  any  recovery.  I 
wish  I  had  the  fixing  of  the  fees.  If  I  did  I  know 
no  one  would  want  to  try  the  case  in  my  court  [11] 
because  I  would  certainly  see  that  the  stockholders 
got  whatever  recovery  there  is." 

I  feel  that  what  your  Honor  said  this  morning  is 
absolutely  consistent  with  what  you  said  on  October 
19,  1953. 

I  had  hoped,  your  Honor,  that  by  this  late  date 
you  would  have  seen  that  what  I  was  trying  to  do 
had  nothing  to  do  with  a  lawyers'  fight  as  such. 

Maybe  I  was  misguided  in  some  way  but  I  thought 
I  owed  the  court  the  duty  to  set  forth  the  facts  as 
I  knew  them — as  Chief  Judge  Denman  thought  they 
should  be  done  in  that  Independence  Coal  Mine 
case. 
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I  say  this  is  not  a  fight  among  lawyers  except 
collaterally.  It  has  to  be  a  fight  among  lawyers  if 
lawyers  are  going  to  be  participants  in  the  charges 
that  are  being  made.  Obviously  lawyers  are  going 
to  defend  themselves  in  a  situation  but  what  I  think 
this  case  stands  for  is  whether  or  not  the  defendants 
can  pick  their  arena  and  make  the  plaintiffs,  who 
represent  a  small  share  of  stock,  do  their  bidding 
and  then  try  to  hold  prior  proceedings  bound  by 
what  was  done  in  Nevada. 

Now,  there  are  three  principal  matters  before  your 
Honor  today.  One  is  the  defendant's  motion  to  dis- 
miss. The  other  is  my  motion  for  fees  against  [12] 

RKO. 

*     *     * 

But  I  go  further  than  that,  your  Honor.  I  say 
that  in  a  stockholders  suit  or  in  any  suit,  as  a  mat- 
ter of  fact,  where  there  is  a  charge  of  collusion  that 
charge  must  be  tried. 

We  will  take  a  divorce  case,  Williams  against 
North  Carolina.  Each  court  has  a  right  to  say  that 
the  judgment  that  you  obtained  out  of  the  state  was 
collusive  and  therefore  we  are  going  to  try  that  issue 
of  collusion. 

That  is  even  more  the  point  in  a  representative 
stockholders  suit  when  the  very  rule,  23,  was  made 
to  make  sure  there  was  not  collusion. 

Now,  they  have  got  something  there,  they  think. 
They  say  that  Judge  McNamee  found  under  Rule 
23-C  that  there  was  no  collusion.  That  ends  it.  That 
is  like  pulling  yourself  up  by  your  bootstraps. 
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I  charged  collusion  in  this  court.  I  have  evidence 
of  the  collusion.  I  have  put  it  in  affidavit  form. 

I  have  also  shown  that  there  wasn't — if  I  haven't 
shown  collusion  I  have  at  least  shown,  let  us  put  it 
that  way,  that  there  was  no  truly  adversary  proceed- 
ing in  Nevada.  The  plaintiffs  were  not  trying  their 
best.  They  were  interested  in  whitewashing  Mr. 
Husrhes. 


[Endorsed] :     Filed  October  4,  1954.  [19] 
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CERTIFICATE  OF  CLERK 

I,  Edmund  L.  Smith.  Clerk  of  the  United  States 
District  Court  for  the  Southern  District  of  Califor- 
nia, do  hereby  certify  that  the  foregoing  pages  num- 
bered from  1  to  817,  inclusive,  contain  the  original 
Complaint ;  Amended  Complaint ;  Motion  to  Dismiss 
the  Action  or  Quash  Return  of  Service  of  Summons 
of  Howard  R.  Hughes  with  Affidavit  in  Support; 
Motion  for  Security  for  Expenses  of  RKO  Radio 
Pictures,  Inc.,  with  Affidavit  in  Support;  Stipula- 
tion and  Order;  Order  Quashing  Return  of  Service 
of  Summons  on  Howard  R.  Hughes  and  Dismissing 
Action ;  Motion  to  Vacate  Order  of  Dismissal ;  Affi- 
davit of  Bernard  Reich  in  Support  of  Motion  to 
Vacate  Order  of  Dismissal:  Motion  to  Appeal  as 
Amicus  Curiae  of  Raymond  A.  Cook  with  Affidavit 
in  Support :  Affidavit  of  Louis  Kipnis,  et  al.,  in  Op- 
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position  to  Motion  to  Vacate  Order  of  Dismissal; 
Affidavit  of  Roy  W.  McDonald ;  Affidavit  of  Bernard 
Reich  in  Opposition  to  Motion  and  Affidavit  of 
Raymond  A.  Cook  as  Amicus  Curiae;  Affidavit  of 
Bernard  Reich  in  Reply  to  Affidavit  of  Louis  Kip- 
nis,  et  al. ;  Affidavit  of  Bernard  Reich  in  Reply  to 
Affidavit  of  Roy  W.  McDonald ;  Motion  of  RKO  Ra- 
dio Pictures,  Inc.,  for  Order  Dismissing  the  Action 
or  to  Stay  All  Proceedings,  etc.,  with  Affidavits  in 
Support  and  Copies  of  Documents  in  Case  No. 
59422  in  the  District  Court  of  the  State  of  Nevada ; 
Cross-Motion  and  Motion  for  Certain  Relief,  etc.; 
Reasons  and  Memorandum  in  Opposition  to  Notice 
of  Cross-Motion  for  Certain  Relief  by  Henry  Herz- 
brun,  et  al. ;  Affidavit  of  Leo  B.  Mittelman  in  Oppo- 
sition to  Application  for  Intervention  and  in  Sup- 
port of  Motions;  Affidavit  of  Bernard  Reich  in 
Reply  to  Affidavit  of  Leo  B.  Mittelman  re  Inter- 
vention and  Cross-Motions;  Motion  for  Appoint- 
ment of  Special  Master  Pursuant  to  Rule  53,  etc., 
with  Affidavit  in  Support ;  Affidavit  of  Louis  Kipnis 
in  Opposition  to  Motion  for  the  Appointment  of  a 
Special  Master  Under  Rule  53,  etc.;  Affidavit  of 
Bernard  Reich  in  Reply  to  Affidavit  of  Louis  Kip- 
nis; Order  Vacating  Order  of  Dismissal  of  Action, 
Plaintiffs'  Proposed  (not  signed) ;  Order  Vacating 
Order  Dismising  Action ;  Motion  to  Vacate  in  Part 
Order  Entered  January  12,  1954,  and  for  Other 
Relief  with  Affidavit  in  Support;  Notice  of  Inten- 
tion to  Apply  for  Deposition  of  Howard  R.  Hughes ; 
Affidavit  of  Louis  Kipnis ;  Reply  of  Defendant  How- 
ard R.  Hughes  to  Plaintiffs '  Motion  to  Vacate ;  Re- 
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notice  of  Motion  for  Appointment  of  Special  Mas- 
ter; Motion  to  Add  and  Join  Parties  Plaintiff  or 
for  Leave  to  Intervene  of  Julius  November,  et  al., 
with  Notice,  Petition  and  Affidavit  in  Support ;  Affi- 
davit of  Louis  Kipnis  in  Opposition  to  Motion  to 
Add  and  Join  Parties  Plaintiff  or  for  Leave  to 
Intervene;  Affidavit  of  Bernard  Reich  in  Support 
of  Motions  Returnable  March  29,  1954;  Motion  to 
Dismiss  with  Prejudice  of  RKO  Radio  Pictures, 
Inc. ;  Affidavit  of  Roy  W.  McDonald  in  Support  of 
Motion  to  Dismiss  with  Prejudice;  Affidavit  of  Ju- 
lius November;  Affidavit  of  Louis  Kipnis ;  Affidavit 
of  George  Benedict,  Jr.,  in  Support  of  Motion  to 
Dismiss  with  Prejudice  with  Copies  of  Documents  in 
Case  No.  59422  in  the  District  Court  of  the  State  of 
Nevada;  Second  and  Third  Affidavits  of  George 
Benedict,  Jr.,  in  Support  of  Motion  to  Dismiss  with 
Prejudice  with  Copies  of  Documents  in  Case  No. 
491  in  the  Court  of  Chancery  of  the  State  of  Dela- 
ware; Affidavit  of  Bernard  Reich  in  Opposition  to 
Motion  to  Dismiss;  Motions  of  Plaintiffs'  Attorney 
for  Counsel  Fees  and  Costs  from  Plaintiffs  and  from 
the  Defendants  other  than  Bank  with  Supporting 
Affidavits;  Notice  of  Hearing  of  Motions  (2)  for 
Fees  and  Costs ;  Affidavit  of  Louis  Kipnis  in  Oppo- 
sition to  Motion  for  Fees  and  Costs  as  Against 
Plaintiffs,  etc. ;  Affidavit  of  Louis  Kipnis  in  Opposi- 
tion to  Proposed  Intervention  by  Julius  November, 
et  al. ;  Supplemental  Affidavit  of  Louis  Kipnis ;  Re- 
ply Affidavit  of  Berndard  Reich ;  Affidavit  of  Ber- 
nard Reich ;  Memorandum  Granting  Motion  to  Dis- 
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miss ;  Judgment ;  Notice  of  Appeal ;  and  Designation 
of  Record  on  Ajjpeal  and  a  full,  true  and  correct 
copy  of  the  Minutes  of  the  Court  for  February  9, 
March  2,  April  13  and  27,  June  8,  October  5  and  19, 
November  30,  December  14  and  29,  1953,  and  Janu- 
ary 11,  February  15,  March  24,  April  19,  May  17, 
June  28,  July  12,  August  5  and  September  1  and  27, 
1954,  which,  together  with  Reporter's  Transcript  of 
Proceedings  on  October  5  and  19,  1953,  and  July  12, 
1954,  transmitted  herewith,  constitute  the  transcript 
of  record  on  appeal  to  the  United  States  Court  of 
Appeals  for  the  Ninth  Circuit. 

I  further  certify  that  my  fees  for  preparing  and 
certifying  the  foregoing  record  amount  to  $4.00 
which  sum  has  been  paid  to  me  by  appellants. 

Witness  my  hand  and  the  seal  of  said  District 
Court  this  29th  day  of  October,  A.D.  1954. 

[Seal]  EDMUND  L.  SMITH, 

Clerk; 

By  /s/  THEODORE  HOCKE, 
Chief  Deputy. 
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[Endorsed]  :  No.  14,573.  United  States  Court  of 
Appeals  for  the  Ninth  Circuit.  Eli  B.  Castleman, 
Marion  Y.  Castleman,  Louis  Feuerman,  Julius  No- 
vember, Eleanor  November,  and  Bernard  Reich, 
Appellants,  vs.  Howard  R.  Hughes,  RKO  Pictures 
Corporation,  RKO  Radio  Pictures,  Inc.,  The  Chase 
National  Bank  of  the  City  of  New  York,  Eli  B. 
Castleman,  Marion  Y.  Castleman  and  Louis  Feuer- 
man,  Appellees.  Transcript  of  Record.  Appeal  from 
the  United  States  District  Court  for  the  Southern 
District  of  California,  Central  Division. 

Filed  November  1,  1954. 

/s/  PAtJL  P.  O'BRIEN, 
Clerk  of  the  United  States  Court  of  Appeals  for  the 
Ninth  Circuit. 
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In  the  United  States  Court  of  Appeals 
for  the  Ninth  Circuit 

No.  14,573 

ELI  B.  CASTLEMAN  and  MARION  V.  CASTLE- 
MAN,  Doing  Business  as  WOLVERINE  TEX- 
TILE COMPANY,  and  LOUIS  FEUERMAN, 
JULIUS  NOVEMBER  and  ELEANOR  NO- 
VEMBER and  BERNARD  REICH, 

Appellants, 

vs. 

HOWARD  R.  HUGHES,  RKO  PICTURES  COR- 
PORATION, RKO  RADIO  PICTURES, 
INC.,  and  ELI  B.  CASTLEMAN  and  MAR- 
ION V.  CASTLEMAN,  Doing  Business  as 
WOLVERINE  TEXTILE  COMPANY,  and 
LOUIS  FEUERMAN, 

Appellees. 

APPELLANT'S  STATEMENT  OF  POINTS 

To  the  Clerk  of  the  Above-Entitled  Court,  the  Ap- 
pellees and  Their  Attorneys : 

Prefatory  Statement 

Appellants  have  designated  the  portions  of  the 
record  for  printing  with  a  view  to  curtailing  what 
otherwise  would  prove  to  be  a  most  cumbersome 
record. 

Anything  which  does  not  relate  directly  to  appel- 
lants' points  has  not  been  designated.  For  example, 
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where  appellants'  point  is  that  the  trial  court  has 
not  acted  on  a  motion,  only  the  motion  and  the 
supporting  affidavit  has  been  designated  and  not  the 
opposing  or  reply  affidavits.  For  another  example, 
where  appellants'  motion  was  granted,  no  opposing 
or  reply  affidavits  have  been  designated,  since  appel- 
lees did  not  cross-appeal. 

Moreover,  omissions  were  impelled  by  the  fact 
that  the  papers  filed  just  prior  to  judgment  more  or 
less  repeat  allegations  made  in  earlier  papers. 

If,  however,  appellees  designate  additional  papers 
for  printing  (at  their  expense),  appellants  respect- 
fully request  the  privilege  of  making  further  desig- 
nations to  round  out  and  complete  the  record  (at 
the  latter 's  expense). 

Statement  of  Points 

The  following  is  a  concise  statement  of  points  on 
which  appellants  intend  to  rely  on  the  appeal  herein. 

I. 

The  trial  court  erred  in  granting  the  motion  to 
dismiss. 

II. 

The  trial  court  erred  in  denying  the  motions  (2) 
for  counsel  fees  and  costs  as  against  the  defendants 
(other  than  the  bank)  and  as  against  the  plaintiffs. 

III. 

The  trial  court  erred  in  impliedly  finding  and 
ruling  that  the  final  judgment  in  the  Nevada  action 
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was  res  judicata  and  compelled  dismissal  of  the 
action  herein. 

IV. 
The  trial  court  erred  in  impliedly  finding  and 
ruling  that  the  Delaware  action  rendered  the  action 
herein  moot  and  compelled  its  dismissal. 

V. 

The  trial  court  erred  in  putting  motions  herein- 
after described  off  calendar,  continuing  them,  and 
failing  eventually  to  rule  on  them,  when  it  should 
have  granted  them.  These  motions  included : 

1.  Motion  to  Vacate  in  Part  Order  Entered 
January  12,  1954. 

2.  Motion  for  Appointment  of  Special  Master. 

3.  Motion  for  Leave  to  Take  the  Deposition  of 
the  Defendant  Hughes. 

4.  Motion  to  Add  and  Join  Parties  Plaintiff  or 
for  Leave  to  Intervene. 

VI. 

The  trial  court  erred  in  that  its  acts  and  omissions 
as  claimed  in  the  previous  point  herein  stayed  in 
effect  the  action  below,  pending  determination  of  the 
later  filed  Nevada  action,  when  a  direct  and  formal 
stay  would  have  constituted  an  abuse  of  discretion. 

VII. 

The  trial  court  erred  with  respect  to  its  order  of 
January  12,  1954,  in  that 
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(a)  it  did  not  grant  all  of  plaintiffs'  Motion  to 
Vacate  Order  of  Dismissal  Made  June  26,  1953; 

(b)  it  refused  to  vacate  that  part  of  its  order  of 
dismissal  made  June  26,  1953,  which  quashed  service 
of  process  on  the  defendant  Howard  R.  Hughes ;  and 

(c)  it  failed  to  set  forth  the  absence  of  any 
appearance  in  opposition  to  the  said  motion  to 
vacate  dismissal,  or  to  make  other  appropriate  reci- 
tals. 

VIII. 
The  trial  court  erred  in  accepting  and  considering 
papers  filed  by  Henry  Herzbrun  and  Robert  Silver 
purportedly  acting  as  attorneys  for  the  plaintiffs 
without  being  substituted  pursuant  to  the  Local 
Rules  of  the  trial  court. 

IX. 

The  trial  court  erred  in  failing  to  try  appellants' 
defense  of  collusion  and  the  absence  of  a  truly  ad- 
versary proceeding  so  as  to  support  its  implied 
conclusion  of  law  that  the  Nevada  judgment  was  res 
judicata  of  the  issues  raised  in  the  within  action. 

Dated :     November  5,  1954. 

/s/  BERNARD  REICH, 

Attorney  for  Appellants. 

[Endorsed] :     Piled  November  5,  1954. 
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United  States  Court  of  Appeals 
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Eli  B.  Castleman,  Marion  V.  Castleman,  Louis 
Feuerman,  Julius  November,  Eleanor  November, 
and  Bernard  Reich, 

Appellants, 
vs. 

Howard  R.  Hughes,  RKO  Pictures  Corporation, 
RKO  Radio  Pictures,  Inc.,  The  Chase  National 
Bank  of  the  City  of  New  York,  Eli  B.  Castleman, 
Marion  V.  Castleman  and  Louis  Feuerman, 

Appellees. 


APPELLANTS'  OPENING  BRIEF. 


Jurisdictional  Facts. 

This  is  an  appeal  under  Section  1291  of  Title  28  of  the 
United  States  Code  from  a  Final  Judgment  of  Dismissal 
of  the  District  Court  for  the  Southern  District  of  Cali- 
fornia, Central  Division.  The  Final  Judgment  was  made 
and  entered  September  27,  1954,  and  appears  beginning 
page  360  of  the  Record. 

Notice  of  Appeal  was  filed  on  October  4,  1954,  and 
appears  on  page  362  of  the  Record. 

The  action  dismissed  was  a  minority  stockholders'  de- 
rivative action  or  class  action  under  Rule  23  of  the  Federal 
Rules  of   Civil   Procedure   against   Howard   R.    Hughes, 
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RKO  Pictures  Corporation,  RKO  Radio  Pictures,  Inc., 
and  another.  It  was  an  equitable  action  for  an  account- 
ing and  other  reHef  principally  against  Hughes  who,  it 
was  alleged,  was  liable  to  the  RKO  Companies  for  waste, 
negligence  and  mismanagement  of  its  affairs  and  with 
violation  of  his  fiduciary  duty  in  connection  with  the  sub- 
stantial profit  made  by  him  as  the  result  of  certain  stock 
transactions.  It  was  estimated  that  Hughes  was  liable  to 
RKO  for  over  $38,000,000.00  [R.  266]. 

Without  trial  or  the  taking  of  any  testimony,  the  action 
was  dismissed  with  prejudice  and  motions  by  plaintiffs' 
attorney  of  record  for  fees  and  costs  against  the  defen- 
dants and  against  the  plaintiffs  were  denied. 

This  appeal  also  brings  up  for  review  the  failure  to 
grant  petition  of  the  appellants,  Julius  November  and 
Eleanor  November,  to  intervene  in  the  action,  as  well  as 
other  acts  and  omissions,  of  the  District  Court. 

The  District  Court  rendered  no  opinion  but  filed  a 
"Memorandum  Granting  Motion  to  Dismiss"  which  ap- 
pears on  pages  356  and  357  of  the  Record. 

The  Motion  to  Dismiss  Appeal. 

By  motion  dated  October  25,  1954,  the  appellants  and 
appellees  Eli  B.  Castleman,  Marion  V.  Castleman,  and 
Louis  Feuerman,  moved  this  Court  to  dismiss  the  appeal 
on  the  grounds: 

"(a)  That  the  purported  appellants  Eli  B.  Castle- 
man, Marion  V.  Castleman,  and  Louis  Feuerman, 
designated  in  the  Notice  of  Appeal  as  'appellants'  are 
not  appellants  herein  and  that  the  Notice  of  Appeal 
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purportedly  served  on  their  behalf  was  served  with- 
out their  authority  and  in  contravention  to  their  ex- 
press wishes; 

"(b)  That  the  purported  appellants  Julius  Novem- 
ber, Eleanor  November  and  Bernard  Reich,  not  be- 
ing parties  to  the  record  in  the  case  below,  are  not 
persons  who  are  entitled  to  appeal; 

"(c)  That  the  purported  appeal,  having  no  founda- 
tion in  law  or  fact,  has  not  been  taken  in  good  faith." 

The  opposing  papers  admitted  that  the  appeal  herein 
was  taken  without  the  consent  of  the  appellants  Castle- 
man  and  Feuerman,  but  it  was  alleged  that  this  was  a 
class  action  and  that  the  said  appellants  had  acted  collu- 
sively  in  consenting  to  the  judgment  below. 

On  November  30,  1954,  this  Court  (Honorable  Healy, 
Orr,  Pope,  C.  J.)  denied  the  motion  to  dismiss  the  appeal. 

On  January  25,  1955,  this  same  Court  entered  an  order 
denying  the  same  appellants-appellees'  motion  for  resettl- 
ing Order  of  November  30,  1954. 

The  extraordinary  circumstances  of  this  case  require 
some  explanation  of  why  counsel  has  designated  himself 
as  attorney  for  the  appellants,  including  three  who  have 
not  authorized  him  to  take  the  appeal.  Rather  than  re- 
state this  explanation  we  have  appended  to  this  brief  the 
unpolished  and  unedited  remarks  made  to  the  District 
Court  on  July  12,  1954,  which  may  be  found  in  the 
Record  beginning  on  page  376.  These  remarks  and  the 
statements  of  the  case  which  follow,  we  submit,  will 
satisfy  the  Court's  interest  in  the  problem. 
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Concise  Statement  of  the  Case. 

There  follows  under  this  heading  a  short  statement  of 
the  case,  presenting  succinctly  the  questions  involved  and 
the  manner  in  which  they  are  raised. 

On  December  13,  1952,  New  York  counsel  for  the 
plaintiffs  retained  Bernard  Reich  to  file  and  prosecute  in 
California  the  class  action  filed  below.  Thereafter  and 
without  Reich's  knowledge  or  consent  the  plaintiffs  and  de- 
fendants combined  to  deprive  the  District  Court  of  juris- 
diction and  to  transfer  jurisdiction  to  a  Nevada  state  court 
where  the  action  was  settled  or  "tried"  without  a  truly 
adversary  proceeding,  contrary  to  the  interests  of  the  stock- 
holders. That  Court  dismissed  the  case,  although  it 
awarded  $160,000.00  in  attorneys'  fees  and  costs. 

In  the  meantime  the  action  filed  below  by  Reich,  local 
attorney  of  record  for  plaintiffs,  zvas  first  dismissed  on 
June  26,  1953,  without  his  knowledge  or  consent,  then 
when  restored  at  his  instance  against  the  opposition  of 
plaintiffs  and  defendants,  was  delayed  and  buffeted  about 
until  the  Nevada  action  was  determined. 

Motions  designed  to  investigate  the  Nevada  action  and 
the  arrangements  between  the  parties  against  the  best 
interests  of  RKO  stockholders,  and  which  sought  a  hear- 
ing on  the  issues  which  had  to  be  determined  before  de- 
fendants' motion  to  dismiss  for  res  judicata,  were,  to  use 
the  language  of  the  District  Court,  "put  to  sleep",  con- 
tinued, marked  off-calendar,  and  never  determined.  This 
non-action  was  also  true  with  respect  to  timely  petitions 
by  the  appellants  November  and  other  stockholders  to  in- 
tervene. 

Again  defendants  moved  to  dismiss  below.  Plaintiffs 
consented  to  the  dismissal  over  Reich's  opposition.     Reich 
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had  never  been  substituted  out  and  he  continued  to  stay 
and  act  in  the  case  as  attorney  for  all  RKO  stockholders 
including  the  proposed  interveners,  the  appellants  Novem- 
ber. 

This  appeal  brings  up  not  only  the  judgment  of  dis- 
missal, but  the  failure  of  the  trial  court  to  determine  the 
Novembers'  motion  to  intervene,  the  various  motions  to 
appoint  a  special  master,  and  for  a  trial  or  hearing  on 
the  issues  of  collusion  and  so  forth. 

It  brings  up  for  review  the  question  as  to  whether  the 
Nevada  judgment  is  res  judicata,  and  whether  a  Delaware 
state  action  (brought  by  some  stockholders  subsequent  to 
the  instant  action  and  the  Nevada  action)  to  halt  the  sale 
of  RKO  assets  to  the  appellee  Hughes  and  determined 
adversely  to  plaintiffs,  rendered  the  instant  action  moot. 

Finally,  the  appeal  brings  up  for  review  the  denied 
counter-motions  of  the  appellant  Reich  for  fees  and  costs 
against  the  defendants-appellees  and  the  plaintiffs-appellees. 

Detailed  Statement  of  the  Case. 

The  action  having  been  dismissed  summarily,  without 
trial  or  the  hearing  of  testimony,  the  allegations  of  fact 
with  respect  to  the  defenses  against  the  dismissal  of  the 
action  and  in  support  of  the  appellants'  motions  must  be 
for  the  purposes  of  this  appeal  at  least  taken  as  true. 

These  facts  are  set  forth  in  affidavits  filed  below  which 
together  with  the  pages  of  the  Record  at  which  they  may 
be  found  are  as  follows: 

Affidavit  of  Bernard  Reich  in  support  of  motion  to 
vacate  Order  of  Dismissal  made  June  26,  1953  [R. 
44]. 


Affidavit  of  Bernard  Reich  in  support  of  motion 
for  the  appointment  of  a  Special  Master  under  Rule 
53  of  the  Federal  Rules  of  Civil  Procedure  [R.  92]. 

Affidavit  of  Bernard  Reich  in  support  of  motion  to 
vacate  part  of  Order  of  January  12,  1954,  and  for 
other  relief  [R.  135]. 

Affidavit  of  Bernard  Reich  in  opposition  to  motion 
to  dismiss  [R.  242]. 

Affidavit  of  Bernard  Reich  in  support  of  motion 
for  fees  and  costs  as  against  plaintiffs  [R.  264]. 

Affidavit  of  Bernard  Reich  in  support  of  motion 
for  counsel  fees  and  costs  against  the  defendants  [R. 
284]. 

The  abovementioned  Record  citations  will  support  the 
following  ultimate  facts  and  conclusions: 

On  December  13,  1952,  New  York  attorneys  Louis 
Kipnis  and  Leo  B.  Mittelman  retained  Reich  to  file  and 
prosecute  in  California  the  class  action  filed  below;  they 
agreed  to  pay  him  10%  of  any  and  all  fees  awarded  any- 
where, to  pay  further  fees  as  may  be  determined  by  a 
named  third  person  in  New  York,  and  to  reimburse  him 
for  all  costs. 

On  December  15,  1952,  Reich  filed  the  action  below 
and  on  March  4,  1953,  he  filed  an  amended  complaint 
which  more  specifically  and  in  detail  set  forth  the  acts  of 
waste,  negligence  and  mismanagement  of  the  defendant 
Hughes. 

Beginning  late  in  the  year  1952,  and  after  the  filing  of 
the  action,  Messrs.  Kipnis  and  Mittelman  in  their  own 
behalf  and  in  behalf  of  the  plaintiffs,  and  without  Reich's 
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knowledge  or  consent,  among  other  things,  combined  with 
the  defendants  to  do  the  following: 

(a)  Withdrew  the  New  York  receivership  pro- 
ceedings previously  filed; 

(b)  Filed  a  similar  stockholder  action  in  the  state 
court  in  Las  Vegas,  Nevada,  after  the  filing  of  the 
action  below; 

(c)  Conferred  jurisdiction  of  all  of  the  stock- 
holder actions  filed  by  plaintififs  on  the  Nevada  state 
court  in  Las  Vegas,  which  required  and  consisted  of 
the  change  of  the  residence  of  the  defendant  Hughes 
from  California  to  Nevada,  his  submission  and  the 
submission  of  other  non-resident  defendants,  includ- 
ing the  corporations*  and  the  directors  thereof,  to 
the  jurisdiction  of  Nevada. 

(d)  Moved  in  the  action  below  to  quash  service  of 
process  on  defendant  Hughes,  prevailed  on  Reich  to 
default  on  the  said  motion,  and  otherwise  prevented 
him  from  contesting  it; 

(e)  Caused  the  first  dismissal  of  the  action  below, 
done  June  26,  1953,  in  violation  of  the  Local  Rules  of 
the  District  Court; 

(f)  Opposed  the  vacation  of  the  said  order  of  dis- 
missal which  was  nevertheless  done  at  Reich's  in- 
stance ; 

(g)  Acted  to  delay  prosecution  of  the  action  below 
and  to  give  preference  to  the  subsequently  filed  Ne- 
vada action; 


*RKO  Pictures  Corporation,  the  parent  company,  refused  to 
submit  without  opposition  to  the  jurisdiction  in  this  action  on  the 
ground  it  was  not  doing  business  in  CaHfornia.  The  point  was  not 
pressed  below  because  of  the  other  problems. 


(h)  Acted  in  the  Nevada  action  to  give  the  ap- 
pearance of  a  contested  and  adversary  proceeding, 
but  in  truth  and  in  fact  entered  into  what  was  in 
effect  a  consent  judgment; 

(i)  Consented  to  a  form  of  judgment  in  the  Ne- 
vada action,  including  provision  for  the  payment  of 
counsel  fees  and  costs  directly  to  the  plaintiffs,  which 
on  its  face  purported  to  preclude  Reich  from  obtain- 
ing compensation  in  the  California  action  as  against 
the  defendants  for  the  services  rendered  by  him  in 
the  action  below; 

(j)  Caused  the  final  dismissal  of  the  action  below, 
done  September  27,  1954; 

(k)  Opposed  Reich's  application  for  counsel  fees 
and  costs  as  against  the  defendants  below. 

Thus  did  the  plaintiffs  and  their  New  York  counsel 
combine  with  the  defendants  to  deprive  the  court  below 
of  jurisdiction  and  to  confer  jurisdiction  in  virtually  an 
uncontested  proceeding  on  the  state  court  at  Las  Vegas, 
Nevada. 

On  February  7,  1954,  Mr.  Hughes  offered  to  purchase 
from  RKO  "all  of  its  assets  as  of  the  date  of  transfer 
to  (him),  including  any  and  all  claims  or  causes  of  action 
of  every  kind  or  character  against,  or  which  might  be 
asserted  against,  any  person  or  persons  including  (him)." 
He  agreed  to  pay  for  such  assets  the  sum  of  $23,489,- 
478.00  in  cash  upon  transfer  of  the  assets  to  him,  said 
sum  being  equal  to  $6.00  per  share  of  a  total  number  of 
outstanding  shares  of  3,914,913. 
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The  market  price  of  RKO  shares  just  prior  to  the  said 
offer  was  $2.87  per  share,  so  that  Mr.  Hughes  was  in 
effect  oft'ering  to  RKO  $12,253,677.69  above  the  market 
price. 

In  February  1954,  Mr.  Hughes  moved  the  Nevada  court 
to  dismiss  the  action  against  him  on  the  ground  that  the 
said  offer,  if  accepted  by  the  corporation  and  approved  by 
the  stockholders,  ''will  effectively  extinguish  all  claims  or 
causes  of  action  against  this  defendant  and  will  render 
this  pending  action  moot  as  to  this  defendant."  Plain- 
tiffs in  Navada  did  not  oppose  the  motion,  except  to  re- 
serve the  question  of  fees  and  costs,  and  the  court,  on 
April  1,  1954,  entered  final  judgment  of  dismissal  of  that 
action — not  on  the  ground  of  mootness  hut  on  the  merits 
and  as  a  compromise  of  the  action,  this  without  notice  to 
the  stockholders. 

On  April  15,  1954,  the  Nevada  court  filed  its  final  order 
providing  in  part  as  follows  [R.  238] : 

"7.  That  the  plaintiffs  Eli  B.  Castleman,  et  ah, 
on  their  motion,  have  established  that  they  are  en- 
titled to  recover  from  such  fund  their  reasonable  ex- 
penses; that  a  reasonable  allowance  to  them  for  such 
expenses  is  as  follows: 

For  attorneys'  fees,  $125,000.00; 
For  accountants'  fees,  $25,000.00; 
For  disbursements  for  expenses  of  their  attor- 
neys, $8,000.00; 

For  disbursements  for  expenses  of  their  accoun- 
tants, $2,000.00; 

that  such  allowance  shall  cover  all  fees  for  all  attor- 
neys who  have  appeared  in  any  action,  wherever  pend- 
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ing,  on  behalf  of  Eli  B.  Castleman,  et  ah,  the  plain- 
tififs  in  this  action,  and  all  accountants  or  others  who 
have  rendered  any  services  on  their  behalf,  whether 
or  not  such  attorneys  or  accountants  have  appeared 
in  this  Court."     (Emphasis  added.) 

In  the  meantime  Reich  had  made  efforts  to  have  the 
court  below  exercise  its  jurisdiction;  had  sought  the  depo- 
sition of  Hughes ;  had  sought  the  appointment  of  a  Special 
Master;  and,  when  invited  by  the  court,  had  appeared 
for  the  interveners  November  and  had  not  opposed  the 
petition  to  intervene  by  other  stockholders. 

The  District  Court  wanted  no  part  of  this  case.  For 
example,  on  October  19,  1953,  it  stated  [R.  370]  : 

"The  Court:  May  I  say  just  a  word?  Counsel 
has  done  a  lot  of  talking  on  both  sides  in  this  case, 
but  so  far  as  this  court  is  concerned  it  is  going  to 
put  this  case  to  sleep  until  the  Nevada  case  is  deter- 
mined *  *  *  I  know  Judge  McNamee.  He  is  a 
very  able  man  and  a  very  scholarly  man  and  I  think 
as  long  as  they  have  started  through  the  wringer 
over  there  and  that  court  has  jurisdiction  of  the 
parties,  /  am  not  going  to  bother  with  this  mess.' 
(Emphasis  added.) 

After  the  case  was  finalized  in  Nevada,  RKO  moved 
the  District  Court  herein  to  dismiss  the  case  on  the  ground 
of  res  judicata.  Over  the  opposition  of  Reich  and  the  in- 
terveners  hut  not  of  the  plaintiffs,  the  District  Court 
granted  the  motion  to  dismiss  not  only  on  the  ground  of 
res  judicata,  but  on  the  further  ground,  that  a  subsequent 
Delaware  action  (which  had  before  it  only  the  issue  of  the 
validity  of  the  sale  of  RKO  assets  to  Mr.  Hughes)  ren- 
dered the  action  herein  moot. 
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Specification  of   Errors. 

It  is  respectfully  submitted  that  the  District  Court 
erred : 

1.  In  dismissing  the  action  on  September  27,  1954 
before  hearing  and  determining  the  defenses  of  collusion 
and  the  absence  of  a  truly  adversary  proceeding  in 
Nevada. 

2.  In  ruling  that  the  final  judgment  in  the  Nevada 
action  was  res  judicata  and  compelled  dismissal  of  the 
action  herein. 

3.  In  ruling  that  the  Delaware  action  rendered  the 
action  herein  moot  and  compelled  its  dismissal. 

4.  In  refusing  to  try  the  case,  in  continuing  it  indefi- 
nitely, putting  matters  off  calendar,  refusing  to  rule  on 
motions,  and  finally  dismissing  the  case  with  motions  and 
petitions  pending  and  undetermined. 

5.  In  failing  to  grant  the  timely  motion  and  petition 
of  appellants  November  to  intervene  in  the  action. 

6.  In  failing  to  grant  timely  motions  including: 

(a)  The  whole  of  plaintiffs'  motion  to  vacate  order  of 
dismissal  made  June  26,  1953; 

(b)  Motion  to  vacate  in  part  Order  entered  January 
12,  1954; 

(c)  Motion  for  appointment  of  Special  Master. 

7.  In  accepting  and  considering  papers  filed  by  Mr. 
Henry  Herzbrun  and  Mr.  Robert  Silver,  purportedly  act- 
ing as  attorneys  for  the  plaintiffs  without  being  substituted 
pursuant  to  the  Local  Rules  of  the  District  Court. 

8.  In  denying  the  motions  (2)  for  counsel  fees  and 
costs  as  against  the  defendants  (other  than  the  bank)  and 
as  against  the  plaintiffs. 
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ARGUMENT. 

I. 
The  District  Court  Erred  in  Dismissing  the  Action 
Before  Hearing  and  Determining  Appellants'  De- 
fenses of  Collusion  and  the  Absence  of  a  Truly 
Adversary  Proceeding  So  as  to  Support  Its  Con- 
clusion of  Law  That  the  Nevada  Judgment  Was 
Res  Judicata. 

A  Foreign  Judgment  Is  Subject  to  Attack  for  Fraud, 
Collusion  and  the  Absence  of  a  Truly  Adversary 
Proceeding. 

28  U.  S.  C,  See.  1738; 

Fed.  Rules  of  Civ.  Proc.,  60(b)  ; 

Note,  Binding  Effect  of  Class  Actions,  67  Harv. 

L.  Rev.  1059,  1060,  1062,  1065  (1954); 
McLaughlin,  Capacity  of  Plaintiff-Stockholder  to 

Terminate  Stockholders'  Suit,  46  Yale  L.  J.  421, 

424,  425  (1937); 
Hansberry  v.  Lee,  311  U.  S.  32,  40,  45,  61  S.  Ct. 

115,  117,  85  L.  Ed.  22,  26  (1940); 
United  States  v.  Throckmorton,  98  U.  S.  61,  65- 

66  (1878); 
Earl  of  Bandon  v.  Becher,  3  Clark  &  F.  479-512 

(6  Eng.  Rep.  1517)  (1835); 
Duchess    of    Kingston's    Case,    20    Howell    State 

Trials  355,  478,  479  (1776). 


Cf: 


Dreadner  v.  Goldman  Sachs  Trading  Corp.,  240 
App.  Div.  242,  247-249,  269  N.  Y.  Supp.  360, 
366-367  (N.  Y.,  1934); 

Golconda  Petroleum  Corporation  v.  Petrol  Corpo- 
ration, 46  Fed.  Supp.  23,  26  (D.  C.  Cal.,  1942); 

Webster  Eisenlohr,  Inc.  v.  Kalodner,  145  F.  2d  316, 
323,  324  (C.  C.  A.  3,  1944). 
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It  should  be  noted  that  the  principles  of  res  judicata  and 
full  faith  and  credit  have  their  applicability  by  reason  of 
Section  1738  of  Title  28  of  the  United  States  Code,  which 
in  essence  provides  that  the  records  and  judicial  proceed- 
ings of  any  state  are  entitled  to  the  same  full  faith  and 
credit  in  every  court  within  the  United  States  as  they 
have  by  law  or  usage  in  the  courts  of  such  state  from 
which  they  are  taken.  Obviously  therefore  Federal  Rules 
of  Civil  Procedure  60(b),  and  the  comparable  provision 
of  the  Nevada  Rules,  which  renders  a  judgment  subject 
to  attack  for  fraud,  etc.,  is  applicable  not  only  in  Nevada 
but  in  California. 

"It  should  be  noted  that  the  binding  force  of  a  par- 
ticular action  cannot  be  determined  accurately  by  the 
court  which  hears  the  class  suit,  for  that  court  is 
ill-equippecf  to  test  the  adequacy  of  the  representation 
of  absent  class  members,  the  sufficiency  of  notice 
given,  or  even  the  general  fairness  of  the  proceed- 
ing. Since  these  questions  can  best  be  answered 
realistically  with  respect  to  a  particular  person,  the 
ultimate  effect  of  the  class  action  judgment  will  be 
determined  when  it  is  introduced  in  a  subsequent 
action  to  bind  persons  not  parties  to  the  original 
action. 

^'Adequate  Representation — The  class  action  is 
premised  on  the  theory  that  members  of  the  class  who 
are  not  before  the  court  can  justly  be  bound  because 
the  self-interest  of  their  representatives  will  assure 
adequate  litigation  of  the  common  issues.  Where, 
however,  the  interests  of  absent  class  members  have 
not  been  adequately  represented,  binding  them  by 
class  judgment  would  seem  to  offend  the  requirements 
of  due  process.  [Hansberry  v.  Lee,  311  U.  S.  32,  40 
(1940).]     Thus,  the  class  action  in  which  the  class 
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representatives  colluded  with  the  common  adversary 
can  have  no  effect  upon  those  who  did  not  partici- 
pate." 

67  Harv.  L.  Rev.  1059-1060. 

In  Hansberry  v.  Lee,  supra,  the  Supreme  Court  stated 
(311  U.  S.  at  p.  40): 

"But  when  the  judgment  of  a  state  court,  ascrib- 
ing to  the  judgment  of  another  court  the  binding 
force  and  effect  of  res  judicata,  is  challenged  for  want 
of  due  process  it  becomes  the  duty  of  this  Court  to 
examine  the  course  of  procedure  in  both  litigations 
to  ascertain  whether  the  litigant  whose  rights  have 
thus  been  adjudicated  has  been  afforded  such  notice 
and  opportunity  to  be  heard  as  are  requisite  to  the 
due  process  which  the  Constitution  prescribes    .    .    ." 

In  United  States  v.   Throckmorton,  supra,  the   Court 
stated  (98  U.  S.  at  pp.  65-66) : 

"But  there  is  an  admitted  exception  to  this  general 
rule  in  cases  where,  by  reason  of  some  thing  done  by 
the  successful  party  to  a  suit,  there  was  in  fact  no 
adversary  trial  or  decision  of  the  issue  in  the  case. 
Where  the  unsuccessful  party  has  been  prevented 
from  exhibiting  fully  his  case,  by  fraud  or  deception 
practiced  on  him  by  his  opponent,  as  by  keeping  him 
away  from  court,  a  false  promise  of  a  compromise; 
or  where  the  defendant  never  had  knowledge  of  the 
suit,  being  kept  in  ignorance  by  the  acts  of  the  plain- 
tiffs; or  where  an  attorney  fraudulently  or  without 
authority  assumes  to  represent  a  party  and  connives 
at  his  defeat;  or  where  the  attorney  regularly  em- 
ployed corruptly  sells  out  his  client's  interest  to  the 
other  side, — these,  and  similar  cases  which  show 
that  there  has  never  been  a  real  contest  in  the  trial 
or  hearing  of  the  case,  are  reasons  for  which  a  new 
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suit  may  be  sustained  to  set  aside  and  annul  the 
former  judgment  or  decree,  and  upon  the  case  for  a 
new  and  a  fair  hearing.  See,  Wells  Res  Adjudicata, 
sec.  499;  Pearce  v.  Olney,  20  Conn.  544;  Wierich  v. 
DeZoya,  7  111.  (2  Gilm.)  385;  Kent  v.  Ricards,  3 
Md.  Ch.  396;  Smith  v.  Lowry,  1  Johns.  Ch.  320; 
DeLouis  v.  Meek,  2  Green  (Iowa),  55."  (Emphasis 
added.) 

In  the  Earl  of  Bandon  case,  the  English  court  quoted 
from  the  Duchess  of  Kingston  case  as  follows  (6  Eng. 
Rep.  at  p.  1529): 

"A  sentence  is  a  judicial  determination  of  a  cause 
agitated  between  real  parties,  upon  which  a  real  in- 
terest has  been  settled; — in  order  to  make  a  sentence 
there  must  be  a  real  interest,  a  real  argument,  a  real 
prosecution,  a  real  defense,  a  real  decision.  Of  all 
these  requisites  not  one  takes  place  in  the  case  of  a 
fraudulent  and  collusive  suit;  there  is  no  judge,  but 
a  person  invested  with  the  ensigns  of  a  judicial  of- 
fice, is  misemployed  in  listening  to  a  fictitious  cause 
proposed  to  him;  there  is  no  party  litigating,  there  is 
no  party  defendant,  no  real  interest  brought  into 
question    .     .     ." 

On  its  own  the  English  court  case  stated: 

"It  is  not  an  irregularity,  it  is  not  an  error  which 
is  here  complained  of,  but  it  is  that  the  whole  pro- 
ceeding is  collusive  and  fraudulent;  and  it  cannot 
therefore  be  treated  as  a  judicial  proceeding,  but 
may  be  passed  by  as  availing  nothing  to  the  party 
who  sets  it  up." 

In  Donovan  v.  Carkner,  a  decision  of  the  New  York 
Supreme  Court,  reported  in  the  New  York  Law  Journal 
for  March  2,  1939,  page  984,  column  3,  defendants'  mo- 
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tion  to  stay  a  suit,  pending  a  Delaware  suit  actually  on 

trial,  was  denied  because 

"there  is  .  .  .  some  basis  for  the  plaintiff's  be- 
lief that  the  unusual  haste  and  cooperation  which 
characterizes  the  action  suggests  a  friendly  stock- 
holder's suit  that  will  not  fully  represent  the  legiti- 
mate interests  of  the  defendant  Lott,  Inc." 

This  record  is  replete  with  the  "unusual  haste  and  co- 
operation" which  prevailed  in  the  Nevada  court,  a  suit 
filed  subsequent  to  the  action  below  [R.  97,  186,  370, 
374]. 

II.  i 

The  District  Court  Erred  in  Ruling  That  the  Final 
Judgment  in  the  Nevada  Action  Was  Res  Judicata 
and  Compelled  Dismissal  of  the  Action   Herein. 

In  Addition  to  Being  Subject  to  Attack  for  Fraud, 
Collusion  and  the  Absence  of  a  Truly  Adversary 
Proceeding,  a  Foreign  Judgment  Is  Subject  to  At- 
tack for  Lack  of  Due  Process  or  Adequate  and 
Sufficient  Notice  of  Proceedings. 

28  U.  S.  C,  Sec.  1738; 

Fed.  Rules  of  Civ.  Proc,  23(c),  54(a),  54(c); 

Hansberry  v.  Lee,  311  U.  S.  32,  40,  1  S.  Ct.  115, 
117,  85  L.  Ed.  22,  26  (1940); 

HoUen  v.  Hardy,  169  U.  S.  366,  389,  18  S.  Ct. 
383,  387,  42  L.  Ed.  780,  790  (1898) ; 

Galpin  V.  Page,  85  U.  S.  350,  368,  369  (1873). 

In  the  Holden  v.  Hardy  case,  supra,  the  Supreme  Court 
stated  (169  U.  S.  at  p.  389): 

".  .  .  there  are  certain  immutable  principles  of 
justice  which  inhere  in  the  very  idea  of  free  gov- 
ernment which  no  member  of  the  union  may  disre- 
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gard,  as  that  no  man  shall  be  condemned  in  his  per- 
son or  property  without  due  notice  and  an  opportu- 
nity of  being  heard    .     .     ." 

The  papers  in  support  of  the  motion  below  to  dismiss 
on  their  face  showed  that  the  only  motion  leading  to  the 
final  judgment  in  Nevada  of  which  the  stockholders  had 
notice  was  a  motion  to  dismiss  on  the  ground  of  moot- 
ness  [R.  200].  The  motion  was  predicated  on  Mr. 
Hughes'  intention  to  purchase  the  assets  of  RKO  includ- 
ing the  actions  against  him.  The  moving  papers  below 
showed  that  the  Nevada  action  was  not  in  fact  or  in 
law  dismissed  on  the  ground  of  mootness  or  any  other 
grounds  of  which  the  stockholders  had  notice  [R.  226, 
231].  What  happened  was  that  at  the  instance  of  the 
defendants,  the  Nevada  court  converted  the  motion  so 
as  to  approve  the  sale  of  the  assets  as  a  "compromise" 
of  the  law  suits  [R.  215,  243].  The  stockholders  were 
not  given  notice  of  the  proposed  "compromise"  in  accord- 
ance with  Federal  Rule  23(c),  purported  to  be  identical 
to  the  same  numbered  rule  of  the  Nevada  Rules  of  Civil 
Procedure. 

The  sense  of  the  proceedings  in  Nevada  was  that  the 
defendants  first  contended  that  the  Hughes'  ofifer  was 
one  to  buy  the  assets,  including  the  law  suits,  which  would 
then  render  the  stockholder  suits  moot.  Once,  however, 
the  defendants  obtained  in  Delaware  an  adjudication 
against  vacating  the  sale,  they  sought  to  obtain  the  bene- 
fits of  Rule  23(c). 

The  stockholders  were  not  given  notice  that  the  Nevada 
Court  would  hear  evidence  on  whether  or  not  the  offer  of 
Mr.  Hughes  zvas  a  fair  compromise  of  the  lazu  suits 
against  him. 
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In  order,  however,  to  give  to  the  Nevada  decree  re- 
spectability and  lay  foundation  for  the  motion  below  to 
dismiss,  the  defendants  in  Nevada,  without  prior  notice 
to  the  stockholders,  introduced  the  issue  of  compromise 
under  Rule  23(c). 

The  point  is  that  the  proceedings  before  the  Nevada 
court  were  not  actually  contested.  If  the  plaintiffs  in 
Nevada  represented  all  of  the  stockholders  they  violated 
their  trust.  If  they  represented  only  themselves  then  none 
of  the  stockholders,  except  the  plaintiffs,  had  notice  of 
the  actual  proceedings. 

If  the  motion  to  dismiss  was  in  effect  granted  by  de- 
fault, the  Nevada  court  went  beyond  its  jurisdiction  since 
a  judgment  by  default  cannot  be  different  in  kind  from 
the  demand  for  judgment. 

Federal  Rules  of  Civil  Procedure,  54(c). 

Cf: 

Dorsey  v.  Dorsey,  49  Cal.  App.  2d  491  (1942); 

Bennett  v.  Bennett,  50  Cal.  App.  48  (1920). 

We  could  document  further  each  of  the  above  allega- 
tions were  we  seeking  a  review  of  a  judgment  of  a  Dis- 
trict Court,  which,  after  hearing  the  evidence,  ruled  ad- 
versely to  our  claims.  There  is  no  such  order.  The 
District  Court  refused  to  take  testimony  on  these  issues 
and  our  only  purpose  in  raising  the  point  of  due  process 
is  to  show  that  the  District  Court  erred  in  making  no 
disposition  of  this  claim. 
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III. 
The  District  Court  Erred  in  Ruling  That  the   Dela- 
ware Action  Rendered  the   Action  Herein  Moot 
and  Compelled  Its  Dismissal. 

In  its  Memorandum  Granting  Motion  to  Dismiss  [R. 
356]  the  District  Court  stated : 

"This  case  is  one  of  several  shareholders'  deriva- 
tive actions  filed  in  both  state  and  federal  courts 
throughout  the  United  States  involving  alleged  injury 
to  the  same  corporation  at  the  hands  of  the  same  cor- 
porate officers.  [For  a  detailed  history  of  the  events 
giving  rise  to  this  litigation  see  Schiff  v.  RKO  Pic- 
tures Corp.,  104  A.  2d  267  (1954).] 

"Defendant  RKO  Radio  Pictures,  Inc.,  has  made 
a  motion  to  dismiss  this  action  with  prejudice.  The 
occurrence  of  two  events  since  the  institution  of  this 
action  compels  that  this  motion  be  granted. 

"First,  a  sale  of  all  of  the  assets  of  the  corporation 
on  behalf  of  which  this  action  was  brought  to  the 
corporate  officer  who  is  the  alleged  principal  wrong- 
doer has  been  consummated.  The  terms  of  the  con- 
tract of  that  sale  provide  that  all  causes  of  action 
held  by  the  corporation  against  any  person  including 
that  particular  officer  are  to  be  a  part  of  the  assets 
sold.  The  validity  of  this  sale  has  been  upheld  by 
the  Delaware  Chancery  Court.  [Schiff  v.  RKO, 
supra.]  The  effect  of  that  sale  is  to  render  this  action 
moot." 

The  Schiff  case  was  a  subsequent  action  by  minority 
stockholders  attacking  the  sale  to  Mr.  Hughes  of  all  the 
assets  of  RKO  including  all  actions  such  as  the  action  here. 

We  concede  that  the  Delaware  action  is  res  judicata 
on  the  issue  as  to  whether  the  sale  was  fair  and  that  the 
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IV. 
The  District  Court  Erred  in  Refusing  to  Try  the 
Case,  Continuing  It  Indefinitely,  Putting  Matters 
Off  Calendar,  Refusing  to  Rule  on  Motions  and 
Petitions  and  Finally  Dismissing  the  Case  With 
Other  Motions  Pending  and  Undetermined. 

On  October  19,  1953,  the  District  Court  said  [R.  370] : 

"The  Court:  May  I  say  just  a  word?  Counsel 
has  done  a  lot  of  talking  on  both  sides  in  this  case, 
biit  as  far  as  this  court  is  concerned  it  is  going  to 
put  this  case  to  sleep  until  the  Nevada  case  is  de- 
termined. 

I  am  not  going  to  hear  it  and  I  am  not  going  to 
do  anything  with  it  that  I  don't  have  to  do. 

This  case  is  pending  in  Nevada  and  I  understand 
it  is  at  issue  over  there.  They  are  taking  depositions 
and  they  are  getting  ready  for  trial.  I  know  Judge 
McNamee.  He  is  a  very  able  man  and  a  very 
scholarly  man  and  I  think  as  long  as  they  have  started 
through  the  wringer  over  there  and  that  court  has 
jurisdiction  of  the  parties,  /  am  not  going  to  bother 
with  this  mess. 

You  can  fire  him  [Reich]  or  not,  or  he  can  just 
sit  here  and  wait.  If  I  don't  die  of  old  age  first 
maybe  he  will."     (Emphasis  added.) 

Before  and  after  that  statement,  the  court  below  did 
precisely  what  it  said  it  would  do. 

On  August  5,  1954,  the  date  of  its  memorandum  grant- 
ing motion  to  dismiss,  the  court  had  pending  before  it 
the  following  motions  as  set  forth  in  its  Minutes  of 
July  12,  1954  [R.  351]: 

1.  Motion  of  plaintiflfs  to  vacate  in  part  order 
docketed  and  entered  January  12,  1954,  and  for  other 
relief ; 
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2.  Application  of  plaintiffs  for  leave  to  take  the 
deposition  of  Howard  R.  Hughes; 

3.  Further  hearing  motion  of  Bernard  Reich, 
Esq.,  local  attorney  of  record  for  the  plaintiffs,  for 
appointment  of  a  Special  Master,  pursuant  to  Rule 
53  of  Federal  Rules  of  Civil  Procedure,  and  renotice 
of  hearing,  filed  March  11,  1954; 

4.  Motion  of  plaintiffs  and  the  proposed  inter- 
veners, Julius  November  and  Eleanor  November,  to 
add  and  join  parties  plaintiff,  or  for  leave  to  inter- 
vene; 

5.  Motion  of  plaintiffs  to  quash  depositions  no- 
ticed by  Louis  Kipnis,  Leo  B.  Mittelman  and  Robert 
Silver,  Esqs.,  purported  attorneys  for  plaintiffs,  as 
noticed  April  9,  1954,  of  witnesses  Benjamin  F. 
Schwartz,  et  aL; 

6.  Motion  of  defendant  RKO  Radio  Pictures, 
Inc.,  for  dismissal  of  this  action,  with  prejudice, 
pursuant  to  notice,  motion,  points  and  authorities, 
and  affidavit  filed  April  7,  1954,  and  orders  of  con- 
tinuance ; 

7.  Motion  of  Bernard  Reich,  attorney  for  plain- 
tiffs, filed  June  28,  1954,  for  counsel  fees  and  costs 
from  plaintiffs; 

8.  Motion  of  Bernard  Reich,  attorney  for  plain- 
tiffs, and  proposed  intervenors,  filed  June  28,  1954, 
for  counsel  fees  and  costs  from  defendants  other  than 
the  Chase  National  Bank. 

The  District  Court  failed  to  dispose  of  1,  2,  3,  4  and  5. 

We  grant  that  these  motions  were  rendered  practically 
(not   legally)    moot   by   the    District    Court's   non-action 
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pending  the  outcome  of  the  subsequently-filed  foreign  suits. 
However,  it  is  clear  that  this  procedure  of  the  District 
Court  constituted  reversible  error. 

McClellan  v.  Garland,  217  U.   S.  268,  281-2,  30 
S.  Ct.  501,  504,  54  L.  Ed.  762,  767  (1910); 

Bedgisoff  v.  Cushman,  12  F.  2d  667,  668  (C.  C. 

A.  9,  1926) ; 
In  re  Howard,  130  F.  2d  534  (C.  C.  A.  5,  1942) ; 

Schwab  V.  Coleman,  145  F.  2d  672,  677,  678  (C.  C. 
A.  4,  1944) ; 

United  States  v.  1  Dozen  Bottles,  146  F.  2d  361, 
363-364  (C.  C.  A.  4,  1944); 

Lewis  V.  Manufacturers  Casualty,  107  Fed.  Supp. 
465,  473  (D.  C.  La.,  1952). 

In  the  McClellan  case,  supra,  the  Supreme  Court  had 
before  it  for  review  an  order  below  staying  an  action  pend- 
ing also  a  subsequently-filed  state  action.  The  Court 
stated  (217  U.  S.  at  pp.  281-282) : 

"It  cannot  be  denied  that  a  circuit  court  of  the 
United  States,  like  other  courts,  had  power  to  post- 
•  pone  the  trial  of  cases  for  good  reasons,  but,  by  the 
orders  made  in  this  case,  the  Federal  court  withheld 
the  further  exercise  of  its  authority  until  the  state 
court,  by  its  action  in  a  case  involving  all  the  parties, 
might  render  a  judgment  which  would  be  res  judicata, 
and  thus  prevent  further  proceedings  in  the  Federal 
court. 

".  .  .  In  the  present  case,  so  far  as  the  record 
before  the  circuit  court  of  appeals  discloses,  the  cir- 
cuit court  of  the  United  States  had  acquired  juris- 
diction, the  issues  were  made  up,  and  when  the  state 
intervened,  the  Federal  court  practically  turned  the 
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case  over  for  determination  to  the  state  court.  We 
think  it  had  no  authority  to  do  this,  and  that  the 
circuit  court  of  appeals,  upon  the  record  before  it, 
should  have  issued  the  writ  of  mandamus  to  require 
the  judge  of  the  circuit  court  of  the  United  States 
to  show  cause  why  he  did  not  proceed  to  hear  and 
determine  the  case." 

In  the  Bedgisoff  case,  supra,  this  Court  had  before  it 
a  case  where  the  district  court  had  continued  the  action 
to  after  this  country's  recognition  of  Russia.  This  Court 
after  stating  (12  F.  2d  at  p.  668)  that  "The  only  question 
presented  by  this  record  for  our  determination  is  plaintiff's 
right  to  a  hearing,"  held  that  the  plaintiff  was  entitled  to 
have  his  case  tried. 

In  the  Howard  case,  supra,  the  Fifth  Circuit  held  that 
the  district  court  erred  in  postponing  determination  of 
an  issue  pending  decision  of  the  Supreme  Court  in  an- 
other case. 

In  the  Schwab  case,  supra,  the  Fourth  Circuit  held  that 
the  district  court  erred  in  continuing  indefinitely  an  ap- 
plication for  citizenship  on  the  ground  that  the  war  made 
a  thorough  investigation  by  the  government  of  the  ap- 
plicant impossible.    It  stated  (145  F.  2d  at  pp.  677,  678) : 

"If  the  judge  had  passed  upon  the  petitions  of  ap- 
plicants and  denied  them  naturalization,  they  could 
have  appealed  to  us  and  asked  a  reversal  of  his  de- 
cision, which  could  then  have  been  reviewed  by  us 
in  the  light  of  the  law  and  the  evidence.  We  do  not 
think  that  their  right  to  such  review  can  be  defeated 
by  continuing  the  hearing  of  the  petitions  over  their 
protest.  A  continuance  may,  of  course,  be  granted 
in  naturalization  cases  as  well  as  in  others,  and 
whether  or  not  such  continuance  shall  be  granted  is 
ordinarily  a  matter  resting  in  the  court's  discretion; 
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but  the  discretion  thus  vested  in  the  court  is  a  sound, 
not  an  arbitrary,  discretion;  and  it  may  not  be  exer- 
cised in  such  way  as  to  result  in  the  denial  of  the 
right  of  review  to  which  a  party  is  entitled. 

******** 

".  .  .  Whether  petitioners  were  entitled  to  natu- 
ralization or  not,  they  were,  at  least,  entitled  to  have 
their  petitions  passed  upon  so  that  they  might  appeal 
from  an  adverse  decision  to  this  court;  and  the  con- 
tinuance over  their  protest  did  not  lie  within  the 
limits  of  judicial  discretion  as  to  granting  continu- 
ances but  amounted  to  a  refusal  to  exercise  power 
which  petitioners  had  a  right  to  have  exercised.  35 
Am.  Jur.,  pp.  25,  26." 

In  the  1  DoBen  Bottles  case,  supra,  the  Fourth  Cir- 
cuit held  that  the  power  of  the  district  court  to  condemn 
misbranded  articles  is  not  affected  by  power  of  the  Fed- 
eral Trade  Commission  to  issue  a  cease  and  desist  order 
and  the  withdrawal  by  the  defendant  of  the  offending 
circulars,  stating  (146  F.  2d  at  pp.  363-364)  : 

"It  should  proceed  to  hear  and  determine  the 
charges  contained  in  the  libel  upon  the  merits  since 
the  right  of  a  party  litigant  to  the  judgment  of  a 
court  upon  a  matter  properly  before  it  is  a  funda- 
mental aim  of  the  law.  Cohen  v.  Virginia,  6 
Wheaton  264,  404,  5  L.  Ed.  256,  257;  Willcox  v. 
Consolidated  Gas  Co.,  212  U.  S.  19,  40,  29  S.  Ct 
192,  53  L.  Ed.  382,  48  L.  R.  A.,  N.  S.,  1134,  15 
Ann.  Cas.  1034;  McClellan  v.  Carland,  217  U.  S. 
268,  282,  30  S.  Ct.  501,  54  L.  Ed.  762;  35  Am.  Jur. 
(Mandamus)   §254,  p.  25." 

In  Lewis  v.  Manufacturers  Casualty  Ins.  Co.,  107  Fed. 
Supp.  465,  473-474,  District  Judge  Porterie  has  so  well 
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stated  the  problem  and  its  answer  that  we  hope  we  will 

be  pardoned  for  quoting  at  some  length.     The  learned 

judge  stated: 

''There  is  a  controversy  between  plaintiffs  and  de- 
fendant. This  Court,  having  jurisdiction  to  hear  and 
determine  it,  must  do  so  bindingly  for  any  United 
States  citizen,  even  a  Louisiana  citizen,  regardless 
of  the  fact  that,  peculiar  to  our  form  of  government 
(dual  sovereignity  and  citizenship),  a  state  court  may 
also  have  jurisdiction  to  hear  and  determine  it  bind- 
ingly. 

''The  right  being  a  substantive  one  and  the  remedy 
delineated  and  supplied,  this  Court,  having  jurisdic- 
tion, must  hear  and  determine  and  bindingly  decree  the 
rights  of  the  parties  before  it  under  the  circumstances. 
That  is  exactly  why  Congress  established  and  or- 
dained this  Court.  That  this  case  may  be  litigated 
in  a  state  court  or  that  the  docket  of  this  Court  is 
congested,  or  that  litigation  floods  here,  is  no  answer, 
begs  the  question,  and  is  no  excuse  for  us  to  refuse 
to  exercise  the  judicial  power  vested  in  us  by  the 
Congress,  the  Constitution,  and  the  people  of  the 
United  States,  among  the  latter  of  which,  incidentally, 
are  these  plaintiffs.  That  is  a  part  of  government 
of,  by  and  for  the  people.  With  such  statutory  sanc- 
tion, defendant's  apparent  endeavor  that  this  case  be 
tried  in  a  state  court  is  reduced  to  a  shadoiv.  The 
jurisdiction  of  this  Court  is  not  governed  by  statistics, 
or  the  momentum  of  cases  here. 

"Plaintiffs,  being  citizens  of  both  sovereignties, 
have  a  right  to  be  heard  in  either  court ;  in  any  event 
they  have  a  right  to  be  heard  here;  and  here  they 
should  be  heard.  This  Court  cannot  abdicate  its 
authority  or  duty  to  a  state  court.  Suydam  v.  Broad- 
nax,  14  Pet.  67,  39  U.  S.  67,  10  L.  Ed.  357;  Presi- 
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dent,  Directors  and  Company  of  the  Union  Bank  of 
Tennessee  v.  Vaiden  (Jolly's  Adm'rs),  18  How.  503, 

506,  59  U.  S.  503,  506,  L.  Ed.  472;  Chicago  & 

N.  W.  Ry.  Co.  V.  Whitton  Adm'r,  13  Wall.  270,  80 
U.  S.  270,  20  L.  Ed.  571;  Chicot  County  v.  Sher- 
wood, 148  U.  S.  529,  13  S.  Ct.  695,  37  L.  Ed.  546; 
McClellan  v.  Carland,  217  U.  S.  268,  30  S.  Ct.  501, 
54  L.  Ed.  762;  Kline  v.  Burke  Const.  Co.,  260  U.  S. 
226,  43  S.  Ct.  79,  67  L.  Ed.  226,  24  A.  L.  R.  1077. 

"We  can  no  more  refuse  to  hear  a  case  where  there 
is  diversity,  as  here,  than  we  can  refuse  to  hear  any 
other  case  arising  under  the  Supreme  Law  of  the 
Land.  A  United  States  court  must  hear  a  United 
States  citizen  where  there  is  jurisdiction  such  as  is 
here  present. 

******** 

"We  have  seldom  seen  so  dense  a  legal  smoke 
screen  thrown  out  in  an  attempt  to  create  a  complex 
and  involved  legal  question  where  none  exists.  The 
Acts  of  Congress,  above  quoted,  28  U.  S.  C,  §§1332, 
1391,  28  U.  S.  C.  A.,  §§1332,  1391,  are  clear  enough. 
An  attempt  is  made  to  raise  a  legal  question  by  tack- 
ing adjectives  to  the  word  'controversy'  as  used  in 
the  first-quoted  Act  and  to  the  word  'Controversies' 
as  used  in  our  Constitution;  or,  by  substituting  for 
the  word  'controversy'  or  'Controversies'  such  phrases 
as  'principal  purpose'  or  'primary  and  controlling 
matter  in  dispute';  thus  stepping  the  question  out  of 
character  into  nonanalogous  fields,  all  in  the  face 
of  well-established  jurisprudence  in  point.  Having 
executed  this  coiip  d'essai,  tenuous  arguments  are 
built  atop  a  foundation  that  is  simply  not  the  statute 
from  whence  argument  is  professed.  This  is  legal 
fog."     (Emphasis  added.) 
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V. 
The   District   Court   Erred   in   Failing   to   Grant   the 
Timely  Motion  to  Intervene.     Appellant  Novem- 
bers'   Motion    to    Intervene    Should    Have    Been 
Granted  as  a  Matter  of  Law. 

By  motion  dated  March  5,  1954,  and  filed  March  11, 
1954  [R.  175],  the  appellants  November  moved  to  in- 
tervene and  to  become  parties  plaintiff  herein  on  the 
ground,  among  others,  and  supported  by  affidavits,  that 
as  RKO  stockholders,  the  representation  of  their  inter- 
est by  the  plaintiffs  was  inadequate  and  that  they  would 
be  bound  by  the  judgment.  The  motion  should  have  been 
granted  as  a  matter  of  right. 

Fed,  Rules  Civ.  Proc,  Rule  24; 

Dana  v.  Morgan,  232  Fed.  85,  91    (C.  C.  A.  2, 
1916) ; 

Cohn  V.  Young,  127  F.  2d  721,  724  (C.  C.  A.  6, 
1942); 

Wolpe  V.  Poretsky,  144  F.  2d  505,  507,  508   (C. 
A.,  D.  of  Col.,  1944)   (cert.  den.  1944) ; 

Twentieth  Century-Fox  Film  Corporation  v.  Jen- 
kins, 7  F.  R.  D.  197,  198  (D.  C.  N.  Y.,  1947). 

In  Wolpe  V.  Poretsky,  supra,  the  court  held  that  in- 
tervention could  be  had  even  after  a  final  decree.  It  stated 
(144  F.  2d  at  p.  508): 

'The  application  to  intervene  was  timely.  Inter- 
vention may  be  allowed  after  a  final  decree  where  it 
is  necessary  to  preserve  some  right  which  cannot 
otherwise  be  protected.  Here  at  least  one  of  the 
rights  which  cannot  be  protected  without   interven- 
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I 

tion  is  the  right  of  appeal.    The  court  was,  therefore, 

in  error  in  denying  appellants  leave  to  intervene  as 
a  matter  of  right. 

"In  their  motion  to  intervene  appellants  relied 
solely  on  Rule  24(b)  of  the  Federal  Rules  of  Civil 
Procedure,  which  relates  to  permissive  intervention. 
However,  had  the  intervention  been  permissive  we 
think  it  would  have  been  an  abuse  of  discretion  to 
deny  it  under  the  circumstances  of  this  case.  Ad- 
joining property  owners  in  a  suit  to  vacate  a  zoning 
order  have  such  a  vital  interest  in  the  result  of  that 
suit  that  they  should  be  granted  permission  to  inter- 
vene as  a  matter  of  course  unless  compelling  reasons 
against  such  intervention  are  shown. 

"When  they  filed  their  petition  for  intervention  ap- 
pellants had  all  the  rights  of  a  party  at  that  stage 
of  the  proceedings.  This,  of  course,  includes  the 
right  of  appeal.  Since  the  time  for  appeal  had  not 
expired  when  appellants  sought  to  intervene  they 
should  be  made  parties  with  the  right  to  appeal  and 
all  other  rights  a  party  might  exercise  at  the  time 
their  intervention  was  filed. 

"Reversed  and  remanded."  I 

The  plaintiffs  and  defendants  below  took  the  position 
in  the  District  Court  that  the  proposed  interveners,  the 
appellants  November,  were  bound  by  the  Nevada  judgment 
which  they  said  in  turn  was  binding  on  the  District  Court 
and  on  all  the  stockholders,  including  the'  proposed  inter- 
veners [R.  189,  344]. 

The  District  Court  in  effect  denied  the  motion  to  in- 
tervene by  taking  it  off  calendar  or  otherwise  refusing  to 
act  on  it.     Rather  than  seek  mandamus  the  proposed  in- 
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terveners  adopted  the  better  procedure  of  appealing  from 
the  final  judgment. 

Allan  Calculators,  Inc.  v.  National  Cash  Register, 
322  U.  S.  137,  142,  64  S.  Ct.  905,  908,  88  L.  Ed. 
1188,   1192   (1944). 

We  would  add  only  one  thing  more  to  what  has  already 
been  said:  Other  stockholders  who  had  petitioned  the 
District  Court  below  to  intervene  in  this  action  were  re- 
ferred by  it  to  the  Nevada  state  court.  The  appellants 
November,  before  they  sought  to  intervene  here,  made 
their  application  to  the  Nevada  state  court.  The  applica- 
tions of  both  were  denied.  The  appellants  November 
then  sought  intervention  in  the  action  below,  which  was 
resisted  by  the  plaintiffs  and  defendants  on  the  ground 
that  the  denial  in  the  Nevada  state  court  was  res  judicata 
here. 

In  other  words,  plaintiffs  and  defendants  wanted  no  in- 
terference from  anyone  in  fulfilling  their  plan  to  settle  this 
case  as  between  themselves. 

The  District  Court,  consistent  with  its  attitude  of 
laisses-faire,  refused  to  hear  and  determine  the  petition 
of  appellants  November  to  intervene  in  the  action.  This 
in  and  of  itself  constituted  error. 

Please  see  Point  IV,  supra. 
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VI. 
The  District  Court  Erred  in  Failing  to  Grant  Motions 

Timely  Made. 

A.     It  Was  Error  Not  to  Grant  All  of  Plaintiffs'  Motion  to 
Vacate    Order    of    Dismissal    Made    June    26,    1953. 

This  action  was  first  dismissed  on  June  26,  1953.  On 
the  said  date  the  only  local  attorney  of  record  for  the 
plaintiffs  was  Reich.  Messrs.  Louis  Kipnis  and  Leo  B. 
Mittelman,  the  New  York  lawyers  for  the  plaintiffs,  were 
not  admitted,  and  had  not  qualified  under  the  Local  Rules, 
to  practice  before  the  District  Court. 

On  June  26,  1953,  the  District  Court  made  its  order 
dismissing  the  action  against  all  defendants.  This  order 
was  made  without  the  knowledge  or  consent  of  plaintiffs' 
only  local  attorney  of  record,  and  had  been  presented  to 
the  court  without  due  compliance  with  its  Minute  Order 
of  June  8,  1953,  providing  for  service  of  the  form  of 
order  on  all  counsel.  We  say  without  "due"  compliance 
because  a  form  of  order  was  served  on  (1)  plaintiffs' 
New  York  counsel  (who  it  is  alleged  throughout  this 
record  conspired  to  transfer  jurisdiction)  and  (2)  appar- 
ently on  a  Mr.  Henry  Herzburn,  purportedly,  but  not 
actually,  attorney  of  record  for  plaintiffs   [R.  42,  367]. 

We  do  not  go  into  further  details,  because  on  Reich's 
motion  the  dismissal  was  set  aside  as  having  been  inad- 
vertently made  [R.  132]. 

However,  in  its  final  order  the  District  Court  granted 
only  partial  relief  whereas  the  motion  was  to  vacate  the 
whole  of  the  order  of  June  26,  1953  [R.  42]. 

The  District  Court  in  its  "Order  Vacating  Order  Dis- 
missing Action"  entered  January  12,   1954   [R.   131]   set 
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aside  the  dismissal  of  June  26,  1953,  but  permitted  the 
remainder  of  the  order  with  respect  to  the  quashing  of 
process  on  Mr.  Hughes  to  stand.  This,  it  is  respectfully 
submitted,  constituted  error  for  the  following  reasons: 

The  motion  to  vacate  the  whole  of  the  order  was  un- 
opposed, the  defendants  other  than  Hughes  remaining 
mute  and  filing  no  papers  in  opposition  as  required  by 
Local  Rule  3(d),^  and  the  only  other  defendant,  Hughes, 
being  represented  by  counsel  whose  motion  to  appear  as 
amicus  was  denied  [R.  71-72]. 

The  motion  to  vacate  the  "inadvertent"  order  of  dis- 
missal of  June  26,  1953,  was  predicated  on  an  invalidity 
that  went  to  the  whole  of  the  order,  to  wit:  that  the 
form  of  the  order  not  having  been  properly  served  pur- 
suant to  Local  Rule  7(a)^  and  the  Minute  Order  of  June 
8,  1953,  and  not  having  been  served  in  any  event  on  a 
responsible  attorney  of  record  under  Local  Rule  1(d), 
infra,  was  void  on  its  face  or  at  least  voidable  in  its  en- 
tirety on  motion. 


^Local  Rule  3(d)    Requirements   for  Submission: 

******** 

"In  the  event  an  adverse  party  fails  to  file  the  instruments 
and  memorandum  of  points  and  authorities  provided  to  be 
filed  under  this  rule,  such  failure  shall  be  deemed  to  constitute 
a  consent  to  the  sustaining  of  said  pleading  or  the  granting  of 
said  motion  or  other  application." 

^Local  Rule  7(a)  Findings,  Judgments,  etc. : 

******** 

"No  document  governed  by  this  rule  shall  be  signed  by 
the  judge  unless  opposing  counsel  shall  have  endorsed  thereon 
an  approval  as  to  form,  or  shall  have  failed  to  file  with  the 
judge,  within  five  days  from  the  time  of  the  receipt  of  a  copy 
thereof,  as  such  time  is  shown  on  the  original  or  by  affidavit 
of  service,  a  written  detailed  statement  of  the  objections  thereto 
and  the  reasons  therefor." 
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Cf.: 

49  C.  J.  S.  499,  Judgments,  Sec.  278; 

Carter  v.  Shensako,  42  Cal.  App.  2d  9  (1940). 

We  do  not  labor  this  point  since,  to  omit  unnecessary 
technicalities,  a  subsequent  motion  was  made  directly  at- 
tacking the  quashing  of  the  service,  on  Mr.  Hughes,  a 
point  next  considered. 

B.  The  District  Court  Erred  in  Not  Granting  the  Motion 
to  Vacate  That  Part  of  the  Order  o£  Dismissal  of  June 
26,  1953,  Which  Quashed  Service  of  Process  on  Hughes. 

When  the  District  Court  by  its  order  of  January  12, 
1954,  vacated  the  dismissal  but  permitted  the  quashing  of 
service  to  stand,  a  motion  was  filed  on  February  4,  1954, 
to  set  aside  this  latter  part  of  the  order  of  January  12, 
1955  (quashing),  for  fraud,  mistake,  and  inadvertence 
and  to  open  the  default  of  the  plaintiffs  on  Mr.  Hughes' 
motion  to  quash  [R.  134-135]. 

The  motion  was  supported  by  an  affidavit  [R.  135-172] 
and  should  have  been  granted  for  the  following  reasons: 

1.  The  District  Court  had  statutory  and  inherent  power 
to  vacate  that  part  of  the  order  entered  January  12,  1954, 
which  quashed  the  service  of  process  on  the  defendant 
Hughes  and  to  set  aside  plaintiffs'  default  taken  June  8, 
1953. 

Fed.  Rules  of  Civ.  Proc.,  60(b) ; 

Universal  Oil  Products  Co.  v.  Root  Refining  Co., 
328  U.  S.  575,  66  S.  Ct.  1176,  90  L.  Ed.  1447 
(1946); 

Hazel- Atlas  Glass  Co.  v.  Hartford-Empire  Co., 
322  U.  S.  238,  64  S.  Ct.  997,  88  L.  Ed.  1250 
(1944). 


I 
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2.  A  default  taken  in  violation  of  an  agreement 
amounts  to  an  extrinsic  fraud. 

Johnson  v.  Johnson,  81  Cal.  App.  2d  686,  687,  688 
(1947); 

McKeever  v.  Superior  Court,  85   Cal.   App.   381, 
384  (1927). 

The  agreement  in  this  case  so  far  as  concerned  Reich 
and  the  RKO  stockholders  was  that  plaintiffs  would  de- 
fault on  the  motion  to  quash  on  condition  that  the  action 
otherwise  would  be  contested.  Plaintiffs'  New  York  at- 
torneys and  defendants  never  intended  to  fulfill  that 
agreement.  This  constituted  fraud. 
Civ.  Code,  Sec.  1572,  subd.  4; 

United  States  v.  Throckmorton,  98  U.  S.  61,  65- 
66  (1878). 

3.  Even  if  the  conduct  of  plaintiffs'  New  York  attor- 
neys and  the  defendants  did  not  constitute  fraud,  the 
moving  papers  supported  the  setting  aside  of  the  default 
for  mistake,  inadvertence  and  excusable  neglect. 

Fed.  Rules  of  Civ.  Proc.  60(b). 

The  mistake,  inadvertence  and  excusable  neglect  or  sur- 
prise was  on  the  part  of  Reich  who  would  not  have  de- 
fauted  had  he  not  believed  that  the  plaintiffs'  New  York 
attorneys  and  the  defendants  would  proceed  with  the  action 
below  as  a  contested  matter  and  not  have  the  action  dis- 
missed pursuant  to  a  combination  to  deprive  the  District 
Court  of  jurisdiction  and  to  confer  jurisdiction  on  the 
Nevada  court. 

Moreover.  Rule  60(b)  affords  still  another  ground,  to 
wit:    newly   discovered  evidence   which   by   due   diligence 
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could  not  have  been  discovered  until  July  1,  1953,  because 
it  was  not  until  that  time  that  Reich  discovered  that  the 
plaintiffs'  New  York  attorneys  and  the  defendants  with- 
out his  prior  knowledge  and  consent  had  obtained  a  dis- 
missal of  the  action. 

It  is  this  first  dismissal  of  the  action  zuithout  the  prior 
knowledge  or  consent  of  the  plaintiffs'  attorney  of  record 
which  lends  more  than  ample  credence  to  the  untried 
charges  of  collusion  and  the  absence  of  a  truly  adversary 
proceedings. 

Again,  we  do  not  wish  to  labor  the  point  by  reference 
to  the  affidavits  in  the  record,  since  the  District  Court 
erred  in  not  hearing  and  determining  the  motion. 

Please  see  Point  IV,  supra. 

C.  The  District  Court  Erred  in  Not  Hearing  and  Deter- 
mining Favorably  the  Motion  for  the  Appointment  of 
a  Special  Master  to  Investigate  the  Charges  of  Con- 
spiracy and  Collusion. 

Universal  Oil  Products  Co.  v.  Root  Refining  Co., 
328  U.  S.  575,  90  L.  Ed.  1447,  66  S.  Ct.  1176 
(1946); 

Citrin  v.  Greater  New  York  Industries,  Inc.,  79 
Fed.  Supp.  692,  696  (D.  C,  N.  Y.,  1948) ; 

Schlessinger  v.  higher,  29  Fed.  Supp.  581  (D.  C, 

N.  Y.,  1939). 
C/.: 

Webster  Eisenlohr,  Inc.  v.   Kalodner,   145   F.   2d 

316,  323,  324  (C.  C.  A.  3,  1944). 

Again  we  do  not  labor  this  point,  since  the  District 
Court  simply  did  not  hear  and  determine. 

Please  see  Point  IV,  supra. 
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VII. 
The  District  Court  Erred  in  Accepting  and  Consider- 
ing Papers  Filed  by  Mr.  Henry  Herzburn  and 
Mr.  Robert  Silver,  Purportedly  Acting  as  Attor- 
neys for  the  Plaintiffs  Without  Being  Substituted 
Pursuant  to  the  Local  Rules  of  the  District  Court. 

The  appearances  of  these  attorneys  in  this  action  were 
insidious.  The  name  of  Henry  Herzburn  appears  first 
on  the  form  of  order  of  June  26,  1953,  which  he  did  not 
sign,  not  being  the  attorney  of  record.  "Harry,"  actually 
Robert,  Silver  appears  first  in  the  Minutes  of  October  19, 
1953,  with  Louis  Kipnis  as  "counsel  for  the  plaintififs"  [R. 
118].  The  same  Minutes  show  that  Mr.  Silver,  of  coun- 
sel for  plaintififs,  moved  the  admission  of  Mr.  Kipnis  to 
practice  for  the  purpose  of  this  case  only.  Later,  Mr. 
Silver  moved  similarly  for  the  admission  of  Mr.  Mittelman 
[R.   182]. 

The  question  is:  how  did  Mr.  Silver  who  moved  the 
admissions  of  Mr.  Mittelman  and  Mr.  Kipnis  become  at- 
torney for  plaintifif.     The  answer:  he  never  did. 

The  Minutes  of  October  19,  1953  show  that  the  plain- 
tififs, through  Mr.  Silver  and  Mr.  Kipnis,  moved  to  enjoin 
Reich,  the  attorney  of  record,  from  proceeding  "as  al- 
leged counsel  for  the  plaintififs,"  and  "substituting  Henry 
Herzburn,  Esq.,  for  said  Bernard  Reich,  Esq.,  as  local 
attorney  of  record  for  the  plaintififs  herein." 

The  District  Court  then  announced  its  policy  of  putting 
the  case  to  sleep  [R.  370]  and  continued  all  proceedings 
to  December  28  (or  29th),  1953,  and  so  forth  until  July 
12,  1954  [R.  351]. 
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The  only  authorized  appearance  in  this  case  for  the 
plaintiffs  was  by  Reich.  It  would  have  taken  an  order 
of  court  to  terminate  his  authorization. 

Rules  of  Civ.  Proc.  for  the  United  States  Dist.  Ct. 
for  the  South.  Dist.  of  Calif.,  1(e),  (2); 

United  States  v.   McMurtry,  24  F.  2d   145,    146 
(D.  C,  N.  Y.,  1927); 

Kellogg  v.   Winchell,  273   Fed.   745,  746   (D.   C, 
Cal.,  1921). 

Moreover,  until  there  has  been  a  substitution,  the  attor- 
ney of  record  has  the  exclusive  right  to  appear  and  to  be 
recognized  as  attorney  for  the  party. 

Local  Rules/  1(e)(2)   and   (3); 

Wells  Fargo  &  Co.  v.   City  and  County  of  San 
Francisco,  25  Cal.  2d  37,  42-43  (1944); 

Drummond  v.  West,  212  Cal.  766,  769  (1931). 


^Local  Rule  1(d)   Non-Resident  Attorneys: 

"Only  a  member  of  the  bar  of  this  court  may  enter  appear- 
ances for  a  party,  sign  stipulations  or  receive  payment  or  enter 
satisfaction  of  judgment,  decree  or  order.  However  any  mem- 
ber in  good  standing  of  the  Bar  of  any  United  States  court, 
or  of  the  highest  court  of  any  State  or  of  any  Territory  or 
Insular  possession  of  the  United  States,  who  has  been  retained 
to  appear  in  this  court,  and  who  is  not  a  resident  of  this 
district,  or  does  not  maintain  an  office  in  this  district  for  the 
practice  of  law,  may  be  permitted  after  application,  without 
previous  notice,  to  appear,  and  participate  in  a  particular  case. 
Such  applicant  shall  designate,  in  his  application  so  to  appear,  a 
member  of  the  bar  of  this  court  who  maintains  an  office  in  this 
district  for  the  practice  of  law,  with  whom  the  court  and 
opposing  counsel  may  readily  communicate  regarding  the  con- 
duct of  the  case.  He  shall  also  file  with  such  application  the 
address,  telephone  number  and  written  consent  of  such  designee. 
Such  permission  to  appear  being  a  limited  one,  no  certificate 
of  admission  shall  be  issued  by  the  Clerk." 

The  footnotes  on  page  41  apply  here. 
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Neither  Mr.  Herzburn  nor  Mr.  Silver  was  substituted 
for  Reich  by  order,  stipulation,  or  otherwise. 

Neither  Mr.  Herzburn  or  Mr.  Silver  nor  anyone  else 
was  designated  by  Mr.  Kipnis  or  Mr.  Mittelman  to  act 
as  local  attorney  of  record  as  provided  by  Local  Rule 
1(d)-' 

Notwithstanding  the  state  of  the  record  the  District 
Court  accepted  the  consent  of  plaintiffs,  through  unau- 
thorized counsel,  to  the  first  dismissal  of  June  26,  1953, 
and  to  the  final  dismissal  of  September  27,  1954;  and  the 
District  Court  sustained  their  objections  to  trying  the 
issues  of  conspiracy  and  collusion  brought  against  them. 

In  other  words,  plaintiffs  were  permitted  to  have  their 
cakes  and  to  eat  them.  They  were  permitted  "to  appear" 
in  the  action  by  other  counsel  contrary  to  law  and  without 
having  to  pay  the  price  of  a  substitution. 


^Local  Rule  1(e)(2):  "Whenever  a  party  has  appeared  by  at- 
torney, he  may  not  thereafter  appear  or  act  in  his  own  behalf  in  the 
action,  or  take  any  step  therein,  unless  an  order  of  substitution  shall 
first  have  been  made  by  the  court,  after  notice  to  the  attorney  of 
such  party,  and  to  the  opposite  party ;  provided,  that  the  court  may 
in  its  discretion  hear  a  party  in  oi)en  court,  notwithstanding  the 
fact  that  he  has  appeared,  or  is  represented  by  attorney." 

Local  Rule  1(e)(3):  "When  an  attorney  of  record  for  any 
reason  ceases  to  act  for  a  party,  such  party  should  appoint  another 
attorney  or  appear  in  person,  and  may  be  required  so  to  do  on 
motion  and  notice  to  such  party.  Until  this  is  done,  the  authority 
of  the  attorney  shall  continue  for  all  proper  purposes." 

The  footnote  on  page  40  applies  here." 
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VIII. 

The  District  Court  Erred  in  Denying  Appellant  Reich 

His  Fees  and  Costs  Against  the  Defendants. 

This  appellant's  affidavit  in  support  of  the  motion  for 
fees  and  costs  [R.  284]  alleged  that  he  expended  in  ex- 
cess of  810  hours,  that  Mr.  Hughes'  offer  of  some  23>4 
million  dollars  was  now  admittedly  an  offer  to  compromise, 
that  this  sum  represented  a  dollar  value  to  the  law  suits 
of  between  2  million  (the  figure  considered  by  the  Dela- 
ware court)  (104  A.  2d  at  p.  276)  and  12  million  (the 
difference  between  market  value  and  the  offer),  and  that 
Messrs.  Kipnis  and  Mittelman  had  been  paid  $125,000.00 
in  fees  for  their  defeat  in  Nevada. 

It  was  this  appellant's  position  below  that  if  it  were 
not  for  him,  Mr.  Hughes  would  have  had  his  way  with 
plaintiffs  and  their  New  York  attorneys,  making  it  unnec- 
essary to  offer  to  purchase  the  assets;  and  that  in  any 
event  his  services  contributed  to  the  benefits  bestowed 
on  the  corporate  defendants.  This  appellant  opposed  the 
motion  to  dismiss  but  in  the  alternative  moved  for  fees 
and  costs  against  the  other  appellees.  It  was  error  to  deny 
this  motion. 


A.  An  Attorney  in  a  Stockholder  Derivative  Action  Repre- 
sents All  of  the  Stockholders  for  the  Benefit  of  the 
Corporation. 

Trustees  v.  Greenough,  105  U.  S.  527,  532  (1881) ; 

Young  v.  Highee  Co.,  324  U.  S.  204,  65  S.  Ct.  594, 
89  L.  Ed.  890  (1945); 

Monaghan  v.   Hill,   140  F.   2d  31    (C.   C.   A.   9, 
1944) ; 

Meighan  v.  American  Grass  Twine  Co.,  154  Fed. 
346,  347  (C.  C.  A.  2,  1907); 

Greenough  v.  Coeiir  D'Alenes  Lead  Co.,  52  Idaho 
599,  18  P.  2d  288  (1932). 

Because  of  the  said  principle,  it  is  apparent  that  defen- 
dant appellees  can  take  no  comfort  in  the  abortive  dis- 
charge of  counsel  who  carried  on  in  the  interests  of  all 
stockholders. 

Golconda  Petroleum  Corporation  v.  Petrol  Corpo- 
ration, 46  Fed.  Supp.  23,  26  (D  C,  Cal.,  1942) ; 

Walker  v.  Felt,  54  Cal.  386,  Z^7,  388  (1880) ; 

Scott  V.  Donahue,  93  Cal.  App.  256,  258  (1928). 

Headnote  8  of  the  Golconda  Petroleum  case,  supra,  sum- 
marizes the  point  of  the  case  as  follows: 

"Where  federal  court  action  was  brought  by  first 
corporation  against  second  corporation  involving  dis- 
pute concerning  oil  royalties,  and  subsequently  second 
corporation  obtained  controlling  interest  in  first  cor- 
poration, and  minority  stockholders  of  first  corpora- 
tion were  permitted  to  intervene,  in  order  to  protect 
their  rights,  first  corporation's  motion  to  substitute 
an  attorney  in  place  of  attorney  first  authorized  to 
bring  the  action  was  denied,  since  the  result  would  be 
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to  have  second  corporation  appointing  the  attorney  to 
conduct  litigation  against  itself.  Federal  Rules  of 
Civil  Procedure,  Rules  23,  24,  28  U.  S.  C.  A.  follow- 
ing section  723c;  Jud.  Code,  §24,  28  U.  S.  C.  A.,  §41." 

In  the  course  of  this  decision  the  court  stated  (46  Fed. 
Supp.  at  p.  26) : 

"The  motion  of  Golconda  Petroleum  Corporation, 
plaintiff,  to  substitute  an  attorney  in  the  place  and 
stead  of  the  attorney  first  authorized  by  Golconda 
Petroleum  Corporation  to  bring  the  action,  is  denied. 
The  ends  of  Justice  would  not  he  served  in  permitting 
the  defendant  corporation  to  appoint  an  attorney  to 
conduct  the  litigation  against  itself/'  (Emphasis 
added.) 

In  Walker  v.  Felt,  supra,  the  California  Supreme  Court 
held  that  an  attorney  who  did  not  represent  the  real  party 
in  interest,  but  who  filed  a  stipulation  for  dismissal  because 
he  did  not  wish  to  prosecute  the  action  any  further,  had 
imposed  and  perpetrated  a  fraud  on  the  court. 

In  Scott  V.  Donahue,  supra,  the  California  court  had 
before  it  the  problem  as  to  whether  a  plaintiff  in  a  class 
suit  could  defeat  the  rights  of  the  class  by  making  an 
assignment  of  its  interest.  The  court  held  that  the  at- 
tempted substitution  of  counsel  was  a  breach  of  the  good 
faith  owed  the  members  of  the  class. 

Thus  RKO  in  this  case,  as  in  the  Golconda  case,  supra, 
and  the  plaintiffs  in  this  case,  as  the  plaintiff  in  the  Scott 
case,  supra,  cannot  repudiate  the  appellant  Reich  as  con- 
cerns the  services  he  rendered  the  corporation  and  its 
stockholders. 


B.  Since  No  Fund  at  All  Is  Necessary  to  the  Jurisdiction 
of  the  Court  It  Was  Not  Necessary  for  the  District 
Court  to  Find  a  Fund  Within  Its  Jurisdiction  From 
Which  to  Award  Fees.  Equity  Will  Deem  the  Fund 
or  Benefit  to  the  Corporation  Before  the   Court. 

Monaghan  v.  Hill,  140  F.  2d  31  (C.  C.  A.  9,  1944) 
(Appointment  of  Receiver)  ; 

Williamson  v.  Collins,  243  Fed.  835  (C.  C.  A.  6, 
1917)  (Bond  issue  cancelled  and  deed  set  aside)  ; 

Colley  V.  Wolcott,  187  Fed.  595  (C.  C.  A.  8,  1911), 
referring  to  Colley  v.  Sapp,  44  Okla,  16,  27-31, 
142  Pac.  1193-1195  (1914)  (Cancellation  of 
mortgage  and  claims  against  corporation)  ; 

Neuherger  v.  Barrett,  180  Misc.  222,  39  N.  Y.  S. 
2d  575  (N.  Y.  Sup.  Ct,  1942)  (Change  in  ac- 
counting practices  re  management  profit-sharing 
plans) ; 

Hornstein,  New  Aspects  of  Stockholder's  Deriva- 
tive Suits,  47  Col.  L.  Rev.  1  (1947),  footnotes 
78,  81  and  83,  citing,  inter  alia: 

Corash  v.  Texas  Corp.,  N.  Y.  Law  Jour.,  March  2, 
1943,  p.  830,  N.  Y.  Sup.  Ct.  (Issuance  of  stock 
to  shareholders) ; 

Posen  V.  Cowdin,  N.  Y.  Law  Jour.,  June  3,  1943, 
pp.  2164-2165,  N.  Y.  Sup.  Ct.  (Merger  of  two 
corporations  and  issuance  of  new  stock.) 

The  attention  of  this  Court  is  directed  in  particular  to 
Meighan  v.  American  Grass  Tzmne  Co.,  154  Fed.  346 
(C.  C.  A.  2,  1907),  where  there  was  a  fund;  but,  as  in  the 
instant  case,  it  was  paid  directly  to  the  corporation.  The 
Second  Circuit  held  that  the  attorney  who  had  brought  a 
bill  in  equity  to  enforce  his  attorney's  lien  had  in  fact 


represented  the  corporation  and  obtained  for  it  a  large 
benefit,  and  that  therefore  the  corporation  was  responsible 
for  his  fees.  Thus,  the  court  recognized  an  attorney's 
lien  in  a  situation  where  there  had  never  been  a  fund  in 
court  or  even  in  the  shareholders'  hands. 

Because  of  the  above  principles  the  fact  that  the  settle- 
ment was  consummated  in  Nevada,  Delaware  or  New 
York  is  immaterial. 

C.  The  Courts  Will  Nullify  All  Efforts  on  the  Part  of  De- 
fendants to  Evade  Payment  of  the  Compensation  Which 
an  Attorney  Is  Equitably  Entitled  to  Receive. 

Hornstein,  The  Counsel  Fee  in  Derivative  Suits, 
39  Col.  L.  Rev.  784,  809  (1939) ; 

Meighan  v.  American  Grass  Twine  Co.,  154  Fed. 
346  (C  C.  A.  2,  1907); 

Princeton  Coal  &  Mining  Co.  v.  Gilchrist,  51  Ind. 
App.  216,  99  N.  E.  426  (1912) ; 

Greenough  v.  Coeur  D'Alenes  Lead  Co.,  52  Idaho 
599,  18  P.  2d  288  (1932). 

Hornstein,  citing  authority,  states  (39  Col.  L.  Rev.  at 
p.  809) : 

''The  courts  have  nullified  all  efiforts  by  defendants 
to  evade  payment  of  the  compensation  which  com- 
plainant or  his  attorney  is  equitably  entitled  to  re- 
ceive. Plaintifif's  counsel  is  held  entitled  to  compen- 
sation where  the  defendants  settled  out  of  court  and 
paid  directly  to  the  corporation  the  moneys  sued 
for.  He  is  entitled  to  compensation  from  all  members 
of  the  class,  even  though  defendants  secure  releases 
from  all  stockholders  other  than  the  plaintifif.  He  is 
also  entitled  to  compensation  even  though  his  im- 
mediate client,  the  complainant,  may  be  'bought  out' 
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after  successful  suit,  and  pending  or  during  the 
course  of  the  accounting  thereby  ordered,  or  prior  to 
payment  of  final  judgment."     (Emphasis  added.) 

Thus  in  the  instant  case,  the  fact  that  plaintiffs  and 
their  New  York  counsel  settled  both  the  action  and  the 
question  of  counsel  fees  with  Messrs.  Kipnis  and  Mittel- 
man  in  Nevada  does  not  bar  plaintiffs'  California  counsel 
of  record  from  obtaining  compensation. 

As  stated  in  the  Greenough  case,  supra,  the  question 
still  is  whether  the  settlement  was  induced  in  whole  or  in 
part  by  the  action  below. 

D.  The  District  Court's  Memorandum  Granting  Motion  to 
Dismiss  [R.  356]  Analyzed  With  Respect  to  Fees  and 
Costs. 

First,  we  quote  from  it: 

"The  motion  of  local  counsel,  Bernard  Reich,  for 
attorney's  fees  and  costs  must  be  denied.  Local 
counsel  was  employed  to  bring  this  action  by  New 
York  counsel  for  plaintiff-shareholders  Castleman. 
Employing  counsel  has  been  the  recipient  of  an  award 
of  attorney's  fees  made  in  the  Nevada  action  here- 
tofore referred  to.  Local  counsel  must  look  to  his 
employer  and  not  to  this  court  for  his  fee.  Even 
if  this  were  not  the  case  the  court  could  not  make 
an  award  of  fees  to  local  counsel  because  the  Nevada 
court  has  held  that  no  counsel  representing  plaintiffs 
Castleman  in  actions  pending  elsewhere  is  entitled 
to  any  fee  other  than  that  allowed  by  it." 

Then,  breaking  it  down; 

L  "The  motion  (sic)  of  local  counsel,  Bernard 
Reich,  for  attorney's  fees  and  costs  must  he  denied." 


The  District  Court's  decision  is  obviously  addressed  to 
counsel's  motion  for  attorney's  fees  and  costs  against  the 
defendants. 

Since  there  were  probably  about  a  half  dozen  motions 
pending  on  July  12,  1954,  the  court  must  be  forgiven 
for  overlooking  the  second  motion  for  attorney's  fees  and 
costs  against  plaintiffs. 

2.  "Employing  counsel  has  been  the  recipient  of 
an  azvard  of  attorney's  fees  made  in  the  Nevada 
action  heretofore  referred  to." 

While  employing  counsel  did  eventually  receive  $125,- 
000.00  counsel  fees,  the  order  of  the  Nevada  Court  di- 
rected that  payment  be  made  to  the  plaintiffs  to  "cover  all 
fees  for  all  attorneys  who  appeared  in  any  action,  zvhere 
ever  pending,  on  behalf  of  Eli  B.  Castleman,  et  al."  [R. 
238.] 

Plaintiffs  therefore  received  the  fees  in  trust  for  all 
attorneys  who  appeared  in  any  action,  wherever  pending, 
including  the  California  action;  and  thus  local  counsel 
Bernard  Reich's  motion  for  fees  herein  against  the  plain- 
tiffs who  actually  received  the  money  was  perfectly  valid. 

3.  "Local  counsel  must  look  to  his  employer  and 
not  to  this  court  for  his  fee." 

Of  course,  counsel  was  not  looking  to  the  Court  for  his 
fee.  As  pointed  out,  infra,  he  was  looking  to  his  clients 
but  with  the  help  of  the  Court  to  which  he  was  entitled. 

4.  "Even  if  this  zvere  not  the  case  this  court  coidd 
not  make  an  azvard  of  fees  to  local  counsel  because 
the  Nevada  court  has  held  that  no  counsel  represent- 
ing plaintiffs  Castleman  in  actions  pending  elsezvhere 
is  entitled  to  any  fee  other  than  that  allozved  by  it." 
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Paragraph  7  of  the  Final  Order  of  the  Nevada  Court, 
filed  April  15,  1954  provided  [R.  238] : 

7.  "That  the  plaintiffs  Eli  B.  Castleman,  et  aU, 
on  their  motion,  have  established  that  they  are  en- 
titled to  recover  from  such  fund  their  reasonable  ex- 
penses; that  a  reasonable  allowance  to  them  for  such 
expenses  is  as  follows: 

For  attorneys  fees  $125,000.00; 

For  accountants  fees  $  25,000.00; 

For  disbursement  for  expenses 

of  their  attorneys  $     8,000.00; 

For  disbursement  for  expenses 

of  their  accountants  $     2,000.00; 

that  such  allowance  shall  cover  all  fees  of  all  attor- 
neys who  have  appeared  in  any  action,  wherever 
pending,  on  behalf  of  Eli  B.  Castleman,  et  al.,  the 
plaintiffs  in  this  action,  and  all  accountants  or  others 
who  have  rendered  any  services  on  their  behalf, 
whether  or  not  such  attorneys  or  accountants  have 
appeared  in  this  Court."     (Emphasis  added.) 

The  Nevada  Court,  therefore,  did  not  deny  counsel  fees 
to  Bernard  Reich.  In  the  first  place  the  Nevada  Court 
had  no  jurisdiction  to  deny  fees  of  counsel  in  other  actions 
and  in  other  jurisdictions.  In  the  second  place  Reich  was 
not  before  the  Nevada  Court  and  made  no  application  to 
that  Court.  In  the  third  place  the  Nevada  Court  awarded 
fees  to  the  plaintiffs  for  all  counsel,  including  Reich. 
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IX. 

The  District  Court  Erred  in  Denying  Appellant  Reich 
Fees  and  Costs  Against  His  Clients,  the  Plain- 
tiffs. 

A.  An  Attorney  Discharged  Without  Good  Cause  Is  En- 
titled  to  His  Attorney's  Fees  on  Motion  in  the  Action 
Which  He  Was  Retained  to  Prosecute. 

Woodbury  v.  Andrew  Jergens  Co.,  69  F.  2d  49, 
50,  51  (C  C.  A.  2,  1934); 

McCartney  v.   Guardian  Trust  Co.,  280  Fed.  64 
(C.  C.  A.  8,  1922) ; 

John  Griffiths  &  Son  Co.  v.  United  States,  72  F.  2d 
466,468  (C.  C.  A.  7,  1934); 

Ingold  V.  Ingold,  30  Fed.  Supp.  347,  348  (D.  C, 
N.  Y.,  1939) ; 

Casebolt  v.  Mid-Continent  Airlines,  85  Fed.  Supp. 
915  (D.  C,  Minn.,  1949). 

In  the  Ingold  case,  supra,  the  Court  stated: 

"This  action,  which  involves  a  considerable  sum 
of  money,  was  discontinued  after  issue  joined,  by  the 
plaintiff  and  defendant  entering  into  a  stipulation,  in 
and  by  which  they  consented  to  the  dismissal  of  the 
action.  The  action  is  based  upon  contract ;  the  stipula- 
tion was  made  and  entered  into  and  signed  by  the 
plaintiff  without  the  knowledge  or  consent  of  her  at- 
torney, and  made  and  entered  into  by  the  defendant 
with  knowledge,  either  actual  or  constructive,  that  the 
plaintiff's  attorney  had  an  interest  in  the  lawsuit  by 
way  of  his  fee. 

"True,  the  plaintiff  did  discharge  her  attorney  at 
or  about  the  time  of  the  signing  of  the  stipulation 
of  discontinuance,  and  the  client  has  a  right  to  dis- 
charge her  attorney,  where  he  is  hired  on  a  contract, 
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his  payment  to  be  a  continf>-ent  fee,  any  time  before 
the  contract,  by  its  terms  is  to  expire,  but  the  cHent 
is  liable  for  the  services  rendered  if  the  discharge 
is  wrongful.  E.  Chase  Crowley  v.  Laura  A.  Wolf, 
281  N.  Y.  59,  22  N.  E.  2d  234,  decided  July  11,  1939. 

"The  pertinent  i)art  of  Rule  41  of  the  Federal 
Rules  of  Civil  Procedure,  28  U.  S.  C.  A.  following 
section  723c,  namely,  Rule  41(a)(1),  was  never  in- 
tended as  a  cloak  whereby  a  client  might  settle  or 
discontinue  a  lawsuit,  and  disregard  entirely  the  in- 
terest of  the  attorney  in  the  lawsuit.  As  a  matter 
of  fact,  Rule  41  was  intended  for  the  purpose  of 
setting  forth  and  curbing  the  right  of  a  plaintiff  to 
discontinue  actions,  and  simplify  a  practice  which 
heretofore  has  never  been  clearly  outlined." 

B.  Notwithstanding  a  Contingent  Fee  the  Attorney  on  Dis- 
charge Without  Good  Cause  Is  Entitled  to  a  Fixed  Fee 
From  His  Clients. 

Woodbury  v.  Andrew  Jergins  Co.,  supra; 
John  GriffitJis  &  Sons  Co.  v.  U.  S.,  supra; 
Ingold  V.  Ingold,  supra. 

In  its  memorandum  of  August  5,  1954,  the  District 
Court  stated  that  counsel  should  look  to  his  employer  for 
his  fee.  While  it  is  true  that  local  counsel  was  employed 
by  New  York  counsel,  Messrs.  Kipnis  and  Mittelman,  they 
acted  as  agents  for  the  real  employers,  the  plaintiffs.  It 
may  be,  and  it  probably  is,  the  fact  that  Messrs.  Kipnis 
and  Mittelman  are  also  liable  to  local  counsel.  Neverthe- 
less it  is  the  clients,  the  principals,  who  are  primarily  re- 
sponsible to  local  counsel  as  it  was  they  who,  in  law.  em- 
ployed the  appellant  Reich. 
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Thus,  counsel  has  looked  to  his  employer  in  this  action 
and  the  District  Court  was  in  error  in  refusing  to  enter- 
tain jurisdiction  to  make  the  award. 

In  this  connection  the  court  may  have  had  the  duty 
to  determine  whether  the  discharge  was  for  cause  or  not. 
The  court  could  have  decided  the  motion  for  fees  against 
the  plaintiffs  on  the  ground  that  the  discharge  was  for 
cause.  It  made  no  such  determination.  It  in  effect  ruled 
that  it  had  no  jurisdiction.  In  this  the  District  Court  was 
in  error. 

Moreover  the  District  Court  was  not  always  of  the  same 
opinion.  It  once  allowed,  that  fees,  if  any,  would  be 
''mighty  small"  [R.  371],  that  counsel  should  be  paid  a 
reasonable  fee  [R.  372],  and  that  if  counsel  could  not 
agree  on  fees,  it  would  fix  them  [R.  375]. 

We  do  not  labor  the  point  of  amount,  since  the  court 
refused  to  exercise  the  power  it  undoubtedly  possessed. 

Conclusion. 

".  .  .  [A]s  far  as  this  court  is  concerned  it  is 
going  to  put  this  case  to  sleep  ...  I  am  not 
going  to  hear  it  and  I  am  not  going  to  do  anything 
with  it  that  I  don't  have  to  do  .  .  .  I  am  not 
going  to  bother  with  this  mess"   [R.  370]. 

Thus,  did  the  District  Court  frankly  and  sincerely  ex- 
press its  motivations  and  the  basis  for  its  action  or  in- 
action. 

Counsel  saw  his  sworn  duty  to  the  Court  and  to  the 
stockholders  differently.     From  the  transcript    [R.  371]: 

"Mr.  Reich:  May  I  address  the  court  for  just  a 
few  minutes?    I  promise  to  be  very  brief. 

The  Court:  Yes.  It  doesn't  do  any  good  to  get 
into  an  argument  with  you. 
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Mr.  Reich :  I  will  stipulate  that  my  fees  may  be 
small.  I  will  stipulate  you  don't  have  to  fix  fees 
at  all. 

The  Court:     You  don't  have  to  so  stipulate. 

Mr.  Reich:  Your  Honor,  it  is  important  that  my 
position  be  stated. 

The  Court:  I  think  I  understand  your  position. 
And  I  think  if  they  want  to  fire  you  out  of  the  case 
they  should  pay  you  for  what  services  you  have 
rendered.  If  they  won't  let  you  finish  your  contract 
I  think  like  anything  else,  you  should  be  paid  a  rea- 
sonable fee  for  your  services.  But  I  would  dislike 
very  much  to  be  holding  onto  a  case  when  the  client 
wants  to  fire  me. 

Mr.  Reich:  Assume  that  you  are  practicing  law 
instead  of  occupying  the  bench  and  assume — 

The  Court:  If  I  had  been  practicing  law  this 
case  wouldn't  have  been  here. 

Mr.  Reich:  Well,  your  Honor,  if  you  had  in- 
formation that  I  have — assuming  that  you  had  cer- 
tain information  which  led  you  to  believe  that  the 
stockholders  weren't  being  properly  represented 
wouldn't  you  feel  it  was  your  duty  to  the  court  to 
apprise  the  court  after  you  had  tried  to  have  an 
understanding  with  counsel  on  the  other  side  so  that 
he  does  represent  the  clients. 

I  haven't  come  to  this  court.  I  have  been  brought 
into  this  court.  This  action  was  dismissed,  your 
Honor,  without  my  knowledge.  Certainly  you  would 
have  felt  the  duty  as  a  lawyer  as  I  did  to  set  the 
record  straight — that  you  had  nothing  to  do  with 
that,  particularly  if  you  felt  that  the  roof  may  fall 
on  top  of  these  plaintiffs'  attorneys — that  the  truth 
may  come  out  and  you  didn't  want  to  have  anything 
to  do  with  it. 


You  would  have  to  come  to  court  just  as  I  did,  I 
am  sure,  your  Honor,  and  move  to  vacate  a  dismissal 
which  had  been  inadvertently  obtained  without  the 
only  local  responsible  attorney  of  record  even  knowing 
about  it. 

The  Court:  I  think  you  lawyers  should  get  to- 
gether in  an  arena  of  your  own  and  fight  it  out  and 
settle  this  case  between  the  lawyers  as  to  who  is 
who  in  the  case  without  intervention  on  my  part. 
It  is  a  spectacle  to  find  lawyers  fighting  among  them- 
selves.    It  doesn't  bring  any  credit  upon  anybody. 

Mr.  Reich:  Well,  your  Honor,  what  would  you 
do  about  it?  What  could  I  do  about  it?  You  advise 
me  and  I  will  do  it.  I  just  want  to  do  what  is  right. 
You  tell  me  what  to  do  and  I  will  do  it. 

The  Court:     I  am  not  telling  you  what  to  do." 

The  judgment  should  be  reversed  and  the  case  remanded 
for  trial  and  for  other  proceedings,  including  hearings 
on  the  petition  to  intervene,  the  motion  for  the  appoint- 
ment of  a  Special  Master,  the  motion  to  vacate  in  part 
the  Order  entered  January  12,  1954  (quashing  process 
on  appellee  Hughes),  or  approval  of  compromise  under 
Rule  23(c)  of  the  Federal  Rules  of  Civil  Procedure,  and 
the  motions  (2)  for  attorney  fees  and  costs. 

April  1955. 

Respectfully  submitted, 

Bernard  Reich, 

Attorney  for  Appellants. 


APPENDIX. 

Extract  From   Reporter's  Transcript  of   Proceedings 
Had  July  12,  1954  [R.  376-381]. 

Mr.  Reich:  May  it  please  the  court.  I  first  used 
that  form  of  address,  your  Honor,  on  December  14,  1937 
before  one  of  Mr.  McDonald's  courts,  the  appellate  divi- 
sion, First  Department,  in  New  York  City,  "May  it  please 
the  court." 

That  was  the  day  after  I  took  the  oath  as  an  attorney 
in  the  same  department  and  in  the  same  court. 

I  took  the  oath  again  as  an  attorney  in  this  court 
before  the  late  Judge  O'Connor.  I  was  in  uniform.  And 
before  I  was  permitted  to  wear  the  uniform  of  our 
country,  your  Honor,  I  took  still  another  oath  and  not- 
notwithstanding  what  I  heard  the  court  say  this  morning, 
that  he  thought  the  action  should  be  dismissed  and  that 
no  award  should  be  made  to  me,  and  that  while  I  did 
a  lot  of  work  I  brought  this  all  on  myself. 

I  say  to  your  Honor  notwithstanding  that  and  sincerely 
I  feel  that  I  have  lived  up  to  those  oaths  that  I  took  and 
to  the  spirit  of  those  oaths. 

If  I  go  out  of  this  courtroom  defeated  and  routed,  for 
the  moment,  I  would  do  the  same  thing  all  over  again.  I 
think  I  did  and  complied  in  this  case  with  what  a  lawyer 
is  called  upon  to  do  and  I  want  to  say  this,  that  in  this 
era  of  fear  and  fright  and  suboenaing  of  Supreme  Court 
Justices,  perhaps  even  the  ex-President  of  the  United 
States,  more  than  ever  now  I  think  that  the  courts  of  this 
country  are  the  real  bulwark  of  democracy  and  as  I  think 
I  have  had  occasion  to  say  to  this  court  before.  I  think 
the  United  States  Supreme  Court  opens,  and  some  of  the 
courts  here,  open  with  "God  Bless  this  Honorable  Court." 
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I  say  it  too  and  I  say  this  knowing  also  what  you  said 
this  morning,  that  I  am  the  real  optimist  in  this  court- 
room because  I  have  faith  in  the  courts  of  this  country. 

I  heard  the  Chief  Justice  in  San  Francisco  say,  your 
Honor,  that  the  poor  and  the  little  people  needed  advocates 
and  lawyers. 

I  am  one  of  those  little  people  and  I  represent  little 
people  and  what  this  case  stands  for  to  me  is  the  attempt 
to  push  little  people  around,  and  I  thank  God  that  I  am 
an  attorney  and  I  can  practice  before  these  courts  and 
I  can  be  heard  and  I  can  state  what  I  know  is  going  on 
in  this  case. 

Now,  in  the  ordinary  case — the  ordinary  plaintiff,  the 
ordinary  defendant,  your  Honor,  the  lawyer  for  either  one 
of  the  two  has  the  duty  which  transcends  his  particular 
duty  to  the  particular  client  to  be  truthful  to  the  court 
and  to  abide  by  his  oath.  That  is  true  in  any  case.  It 
is  especially  true  in  a  class  suit  where  somebody  comes 
to  this  court  with  2500  shares  of  stock  out  of  4,000,000 
shares  of  stock  and  says :  "There  is  an  action  which  I 
want  to  bring,  not  for  myself,  for  my  2500  shares,  but 
for  all  the  stockholders." 

I  am  concerned  now  because  it  would  seem,  perhaps, 
that  your  Honor  has  not  and  I  want  to  place  in  the  record 
if  I  may,  your  Honor,  as  part  of  these  proceedings  being 
held  today,  what  your  Honor  stated  on  Monday,  October 
15,  1953.    This  is  on  page  13,  line  24. 

This  is  what  you  said  among  other  things.  I  am 
starting  on  line  24.  You  said  this — I  think  it  was  per- 
haps to  all  counsel — maybe  not  to  me  alone  or  perhaps 
you  were  saying  it  to  me.     You  said: 
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"You  are  going  to  get  attorney  fees  but  if  any 
attorney  fees  are  fixed  in  this  court  they  are  going 
to  be  mighty  small  if  I  ever  get  around  to  fixing 
attorney  fees.  You  will  wish  you  had  never  hit  this 
court,  any  of  you,  because  I  think  that  if  there  is 
any  recovery  that  comes  through  this  court  the 
stockholders  are  going  to  get  the  benefit  of  it  because 
I  feel  this  case  is  primarily  a  lawyers'  case  all  the 
way  through." 

And  also  as  part  of  this  record,  if  your  Honor  pleases, 
on  the  same  date  and  at  page  S3  beginning  with  line 
21: 

"I  know  what  counsel  has  brought  up.  I  still 
stand  by  my  assertion  that  this  is  a  lawyer's  fight. 
I  pity  the  stockholders  if  there  is  any  recovery.  I 
wish  I  had  the  fixing  of  the  fees.  If  I  did  I  know 
no  one  would  want  to  try  the  case  in  my  court  be- 
cause I  would  certainly  see  that  the  stockholders  got 
whatever  recovery  there  is." 

I  feel  that  what  your  Honor  said  this  morning  is 
absolutely  consistent  with  what  you  said  on  October  19, 
1953. 

I  had  hoped,  your  Honor,  that  by  this  late  date  you 
would  have  seen  that  what  I  w^as  trying  to  do  had  nothing 
to  do  with  a  lawyers'  fight  as  such. 

Maybe  I  was  misguided  in  some  way  but  I  thought 
I  owed  the  court  the  duty  to  set  forth  the  facts  as  I 
knew  them — as  Chief  Judge  Denman  thought  they  should 
be  done  in  that  Independence  Coal  Mine  case. 

I  say  this  is  not  a  fight  among  lawyers  except  col- 
laterally. It  has  to  be  a  fight  among  lawyers  if  lawyers 
are  going  to  be  participants  in  the  charges  that  are  being 
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made.  Obviously  lawyers  are  going  to  defend  themselves 
in  a  situation  but  what  I  think  this  case  stands  for  is 
whether  or  not  the  defendants  can  pick  their  arena  and 
make  the  plaintiffs,  who  represent  a  small  share  of  stock, 
do  their  bidding  and  then  try  to  hold  prior  proceedings 
bound  by  what  was  done  in  Nevada. 

"Now,  there  are  three  principal  matters  before  your 
Honor  today.  One  is  the  defendant's  motion  to  dis- 
miss. The  other  is  my  motion  for  fees  against 
RKO. 

"But  I  go  further  than  that,  your  Honor.  I  say 
that  in  a  stockholders  suit  or  in  any  suit,  as  a  matter 
of  fact,  where  there  is  a  charge  of  collusion  that 
charge  must  be  tried. 

"We  will  take  a  divorce  case,  Williams  against 
North  Carolina.  Each  court  has  a  right  to  say  that 
the  judgment  that  you  obtained  out  of  the  state  was 
collusive  and  therefore  we  are  going  to  try  that  issue 
of  collusion. 

"That  is  even  more  the  point  in  a  representative 
stockholders  suit  when  the  very  rule,  23,  was  made 
to  make  sure  there  was  not  collusion. 

"Now,  they  have  got  something  there,  they  think. 
They  say  that  Judge  McNamee  found  under  Rule 
23-C  that  there  was  no  collusion.  That  ends  it.  That 
is  like  pulHng  yourself  up  by  your  bootstraps.  I 
charged  collusion  in  this  court.  I  have  evidence 
of  the  collusion.     I  have  put  it  in  affidavit  form. 

"I  have  also  shown  that  there  wasn't — if  I  haven't 
shown  collusion  I  have  at  least  shown,  let  us  put  it 
that  way,  that  there  was  no  truly  adversary  proceed- 
ing in  Nevada.  The  plaintiffs  were  not  trying  their 
best.  They  were  interested  in  whitewashing  Mr. 
Hughes." 
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Statement  of  Case 


This  ''appeal"  is  from  a  final  judgment  of  the  District 
Court,  Southern  District  of  California,  Central  Division 
(Hon.  Ben  Harrison,  D.  J.)  in  a  stocldiolder 's  derivative 
action.^  The  judgment  (a)  dismissed  the  cause  with  preju- 
dice and  (b)  denied  to  appellant  Bernard  Reich,  Esq., 
counsel  fees  and  costs  (R.  360-61). 


^  The  action  below  was  styled  Eli  B.  Castleman  and  Marion  V. 
Castleman,  doing  business  as  Wolverine  Textile  Company,  and 
Louis  Feuerman,  Plaintiffs,  against,  Howard  R.  Hughes,  RKO 
Pictures  Corporation,  RKO  Radio  Pictures,  Ijic.  and  The  Chase 
National  Bank  of  the  City  of  New  York,  Defendants. 


This  appellee,  RKO  Radio  Pictures,  Inc.  (*' Radio" 
herein),  contends  that  the  dismissal  was  correct  and  that 
the  refusal  to  assess  any  counsel  fees  against  Radio  was 
proper. 

Designated  as  "appellants"  are  five  stockholders  of 
RKO  Pictures  Corporation  ("RKO"  herein,  as  distin- 
guished from  "Radio").  Three  of  these  stockholders — the 
two  Castlemans  and  Feuerman  (herein  collectively  called 
"the  Castlemans") — were  plaintiffs  below  and,  strangely 
enough,  appear  on  the  appellate  docket  also  as  appellees. 
The  remaining  two  stockholders — the  Novembers — were 
seeking  leave  to  intervene  at  the  time  of  judgment  (R.  174- 
181;  351-2). 

The  sixth  "appellant"  is  Bernard  Reich,  Esq.,  formerly 
attorney  in  California  for  the  Castlemans  (R.  152-8),  who 
also  presented  the  intervention  motion  on  behalf  of  the 
Novembers  (R.  174-181).  Reich  separately  moved  on  his 
own  behalf  for  counsel  fees  and  costs  both  as  against  the 
defendants  (R.  283  et  seq.)  and  against  the  Castlemans 
(R.  263  et  seq.). 

Appellees  in  this  Court  are  the  Castlemans,  plaintiffs 
below,  and  Radio.  Jurisdiction  over  RKO  and  The  Chase 
Bank  was  never  attempted  or  secured  below.  Reich  at  one 
point  did  attempt  to  serve  the  individual  defendant,  How- 
ard R.  Hughes,  by  leaving  a  summons  and  amended  com- 
plaint with  a  hotel  clerk,  a  service  which  ultimately  was 
quashed  (R.  40,  131).  Since  the  Court  below  did  not  have 
jurisdiction  over  these  three  defendants,  they  are  not  before 
this  Court. 

Radio,  then  a  wholly  owned  subsidiary  of  RKO,  was  the 
only  defendant  before  the  Court  at  the  time  of  dismissal. 
Its  presence  in  the  case  was  somewhat  anomalous :  no  plain- 
tiff owned  stock  in  Radio  and,  of  course,  no  relief  was 
sought  for  or  against  it. 


The  Facts 

In  its  major  aspect,  this  case  involves  merely  a  con- 
troversy over  attorney's  fees  between  Reich,  on  the  one 
hand,  and  his  employer,  Louis  Kipnis,  Esq.  of  New  York, 
on  the  other. 

This  controversy  stems  from  Reich's  retention  by  Eap- 
nis  to  represent  the  Castlemans — Kipnis'  clients — in  a 
derivative  stockholders '  action  filed  in  California  on  behalf 
of  RKO  against  JIughes.  All  claims  of  the  Castlemans,  the 
nominal  plaintiffs  for  whom  both  Kipnis  and  Reich  acted, 
went  to  judgment  in  another  derivative  action  filed  by  them 
in  Nevada,  as  the  result  of  a  compromise  and  settlement 
consummated  in  compliance  with  Rule  23(c)  of  the  Nevada 
Rules  of  Civil  Procedure,  identical  to  Rule  23(c)  of  the 
Federal  Rules  of  Civil  Procedure  (R.  41).^ 

The  following  major  facts,  stated  here  without  charac- 
terization, are  largely  beyond  reasonable  controversy. 

A.  The  Institution  by  the  Castlemans  of  Suc- 
cessive Suits  Against  Hughes  in  New  York, 
California  and  Nevada 

In  October,  1952  the  Castlemans,  represented  by  Louis 
Kipnis,  and  Leo  Mittelman,  Esq.,  both  of  New  York, 
formally  demanded  of  RKO  that  it  institute  suit  against 
Howard  R.  Hughes,  RKO's  Board  Chairman  and  princi- 
pal stockholder,  for  (a)  an  accounting  of  profits  allegedly 


^  Paragraph  (c)  of  Nevada's  Rule  23  covering  "Class  Actions" 
reads  in  so  far  as  pertinent  as  follows:  "A  class  action  shall  not 
be  dismissed  or  compromised  without  the  approval  of  the  court. 
If  the  right  sought  to  be  enforced  is  one  defined  in  paragraph  (1) 
of  subdi\ision  (a)  of  this  rule  notice  of  the  proposed  dismissal 
or  compromise  shall  be  given  to  all  members  of  the  class  in  such 
manner  as  the  court  directs  .   .    .  " 

Derivative  stockholder  actions  undeniably  come  within  the 
purview  of  Rule  23(a)(1).    See  3  Moore's  Fed.  Prac,  §23.08. 


made  by  him  in  a  sale  of  his  stock  interest  in  EKO  and 
for  (b)  an  accounting  for  alleged  waste  and  mismanage- 
ment (R.  27-8).  Shortly  thereafter  Kipnis  instituted  a  stock- 
holders' derivative  action  in  the  New  York  State  courts 
and  moved  for  appointment  of  a  receiver  of  RKO  (R.  100; 
136-7).  Hughes,  concededly  the  principal  defendant  but  a 
non-resident  of  New  York,  was  never  served  and  never 
appeared  in  the  New  York  action  (R.  153;  319). 

On  December  13,  1952,  Kipnis,  on  the  recommendation 
of  a  mutual  friend,  retained  Reich  on  a  contingent  basis 
to  institute  a  companion  ''stand-by"  suit  on  the  Castle- 
mans'  behalf  in  California  (R.  153-4;  319-20).  This  action 
was  filed  in  the  District  Court  below  on  December  15,  1952, 
but  no  attempt  was  made  to  serve  any  defendant  at  that 
time. 

A  few  days  later  Kipnis  met  with  Hughes'  attorney 
under  the  auspices  of  Floyd  Odium  who,  at  Kipnis'  re- 
quest, had  volunteered  to  act  as  an  intermediary  (R.  154-5; 
320-1).  At  this  meeting  Kipnis  learned  that  Mr.  Hughes 
was  in  fact  a  resident  of  Nevada  (R.  320). 

On  December  23,  1952 — eight  days  after  the  filing  of 
the  California  suit — a  third  Castleman  action  was  started 
in  the  Eighth  Judicial  District  Court  of  Nevada,  Clark 
County,  at  Las  Vegas  (R.  184).  Reich  was  not  included 
in  this  action  as  one  of  the  Castleman  attorneys.  The 
Nevada  complaint  was  in  all  material  respects  identical 
with  that  in  the  California  action  except  that,  in  addition 
to  Hughes,  the  Hughes  Tool  Company  and  all  directors  of 
RKO  were  named  as  defendants  (R.  187).  Hughes,  the 
other  individual  defendants  and  Hughes  Tool  Company 
answered.  RKO  and  Radio  thereafter  also  answered  and 
the  Nevada  action  thus  came  to  issue  as  the  only  case 
over  which  personal  jurisdiction  had  been  or,  in  all  likeli- 
hood, could  be  obtained  over  all  the  widely-scattered  de- 
fendants (R.  239-240). 
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Having  obtained  jurisdiction  over  Hughes  in  Nevada, 
Kipnis  withdrew  the  receivership  application  in  the  New 
York  suit  and  eventually  that  action  was  voluntarily  dis- 
missed without  further  proceedings. 

Meanwhile,  in  the  Court  below  Reich  was  quiescent 
until  March  4,  1953,  when,  after  consultation  with  Kipnis, 
he  filed  an  amended  complaint.  Thereafter  he  purported 
to  effect  service  on  Hughes  by  having  the  marshal  leave 
a  copy  of  the  summons  and  amended  complaint  with  the 
clerk  of  the  Beverly  Hills  Hotel  (R.  138).  Radio  was 
served  with  process  and  also  with  a  notice  to  take  Hughes' 
deposition. 

Reich  and  Kipnis,  his  employer,  are  in  dispute  as  to 
whether  Reich  was  authorized  to  direct  this  service  of 
process  in  what  both  had  originally  considered  a  ''stand 
by"  action  (R.  142-3),  a  status  even  more  appropriate 
now  that  the  same  charges  were  at  issue  in  Nevada.  In 
any  event,  the  filing  of  the  amended  complaint  constituted 
the  last  affirmative  step  admitted  by  both  to  have  been 
taken  by  Reich  in  furtherance  of  the  terms  of  his  retainer 
by  Kipnis.  Certainly  from  the  time  of  service  on  Radio 
and  purported  service  on  Hughes,  Kipnis  and  Reich  were 
at  odds  over  the  course  of  the  California  action.  Without 
detailing  the  progress  of  this  struggle  (R.  140-7),  we  note 
that,  on  May  7,  1953,  Kipnis  took  the  final  step  of  dis- 
charging Reich  and  asking  that  he  consent  to  a  substitution 
of  counsel  (R.  157). 

During  a  lull  in  his  battle  with  New  York  counsel, 
Reich,  on  May  22,  1953  signed  a  stipulation  approved  by 
the  Court  three  days  later  staying  all  proceedings  until 
after  determination  of  a  motion  by  Radio  for  security  for 
costs  (R.  37-8).  See  Calif.  Corp.  Code,  §834.  The  secur- 
ity motion  was  never  disposed  of  and,  accordingly.  Radio 
was  never  called  upon  to  answer  the  California  complaint. 

Every  step  taken  by  Reich  as  against  Radio  after  May 
25, 1953,  in  either  the  Court  below  or  here,  directly  violated 
that  stipulation. 


B.  The  First  Dismissal  of  the  Suit  Below  and 
its  Vacation 

After  a  hearing  before  the  Court  below  on  June  8, 
1953,  Judge  Harrison  entered  an  order  on  June  26th  quash- 
ing Reich's  purported  service  on  Hughes  and  dismissing 
the  complaint  on  the  ground  that  an  identical  action  was 
pending  and  then  at  issue  in  Nevada  (R.  40-2). 

On  Reich's  motion  this  order  in  so  far  as  the  dismissal 
was  concerned  was  vacated  on  October  5,  1953  (R.  71-2; 
131-3).  Thereafter  Judge  Harrison  periodically  continued 
all  matters  pending  a  final  disposition  of  the  Nevada  case 
(R.  118-121;  121-2;  122-3;  173-4;  181-3). 

In  the  course  of  these  proceedings,  Judge  Harrison  made 
his  knowledge  as  to  the  ability  and  integrity  of  the  judge 
before  whom  the  Nevada  action  was  pending  a  matter  of 
record  {e.g.,  R.  370).  Reich  has  never  explicitly  questioned 
the  accuracy  of  Judge  Harrison's  views.^ 

C.  Reich's  Charge  of  Collusion 

Faced  with  the  prospect  that  a  decision  in  the  Nevada 
action — in  which  he  was  not  of  counsel — would  be  res  judi- 
cata in  the  California  suit,  Reich,  in  October  of  1953,  began 
persistently  and  recklessly  to  charge  the  defendants  and 
plaintiffs'  New  York  counsel,  Kipnis,  with  ''collusion  in 
submitting  the  action  to  the  Nevada  court"  (R.  95).^ 

This  charge  was  not  confined  to  the  forum  below.  Reich 
corresponded  directly  with  Judge  McNamee  of  the  Nevada 
Court  inviting  an  investigation  of  the  manner  and  means 


^Reich's  later  collusion  charge  must  be  regarded  as  reflecting 
implicitly  upon  the  competence,  if  not  the  integrity,  of  the  Nevada 
Court,  since  that  Court  was  advised  of  the  charge,  considered  it 
and  expressly  rejected  it. 

2  Prior  to  this  belated  assertion  of  ' '  collusion, ' '  Reich  had  made 
clear  to  Kipnis  that  he  would  be  satisfied  if  he  were  included  as 
co-counsel  in  the  Nevada  action  (R.  322-3). 


by  which  the  Castleman  action  had  come  to  issue  before 
that  Court  (R.  99-105).  He  refused  or  failed  to  appear, 
however,  when,  on  motion  by  Hughes,  tlie  Nevada  Court 
heard  the  matter  (R.  n(i-18).  In  fact,  Reich — in  all  of  his 
subsequent  reiterations  of  the  charge  of  collusion — never 
passed  from  the  realm  of  insinuation  and  innuendo  into 
an  area  of  probative  evidence  or  even  legitimate  inference. 

The  Nevada  Court,  in  accord  with  the  duty  imposed  upon 
it  by  Rule  23(c)  of  both  the  Nevada  and  Federal  Rules, 
remained  cognizant  of  the  collusion  charge  and  ultimately 
disposed  of  it  in  its  findings  (R.  223-5)  prior  to  the  entry 
of  final  judgment. 

D.   Hughes'   Offer,   Litigation   Thereon   and   the 
Entry  of  Final  Judgment  in  Nevada 

From  the  date  of  instituting  the  Nevada  suit,  the  Castle- 
man attorneys  engaged  actively  in  preparation  of  that 
action  for  trial.  Twenty-one  witnesses — including  Hughes 
— were  examined  on  deposition.  Voluminous  files  of  RKO 
were  inspected,  and  scores  of  documents  Avere  selected  and 
marked  as  exhibits  (R.  187). 

On  February  7,  1954,  Hughes  (R.  195  ei  seq.)  offered  to 
buy  all  of  the  assets  of  RKO,  including  all  pending  stocl'- 
holders'  suits,  at  a  price  equivalent  to  $6  per  share  of 
stock  outstanding.  Hughes  further  offered  to  vote  his  stock 
in  favor  of  reducing  the  corporation's  capital  through  the 
redemption  of  all  stock  (except  his  own)  at  that  price  (R. 
195  et  seq.).  The  net  effect  of  this  offer  clearly  was  to  cut 
through  the  various  pending  controversies  and  to  extinguish 
all  stockholder  suits  (R.  195;  200-1). 

Litigation  ensued  in  the  Chancery  Court  in  Delaware, 
the  state  of  RKO's  incorporation.  The  validity  of  the  pro- 
posed sale  of  assets,  the  propriety  of  including  therein  the 
offer  for  any  claims  asserted  in  the  stockholders'  actions, 
and  the  fairness  of  the  offer  were  upheld  (see  Schiff  v.  RKO 
Pictures  Corp.,  104  A.  2d  267  [1954] )  in  a  proceeding  which 
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Reich  has  never  questioned  and  which  he  specifically  con- 
cedes to  be  res  judicata  (Brief,  pp.  19-20).  The  offer  was 
thereafter  accepted  by  an  overwhelming  majority  of  all 
non-Hughes  stock  at  a  special  meeting  of  RKO  stockholders 
called  for  the  purpose  on  March  18,  1954  (R.  188;  220). 

In  February,  1954,  anticipating  the  acceptance  of  his 
offer,  Hughes  moved  to  dismiss  the  Nevada  action  with 
prejudice.  Pursuant  to  direction  of  the  Nevada  Court  (R. 
212-3),  notice  of  hearing  of  this  motion  in  form  prescribed 
by  that  Court,  together  with  a  copy  of  the  notice  of  motion 
itself,  was  furnished  to  all  RKO  stockholders  (R.  188-9; 
200-3;  227;  236).  On  March  22,  1954,  the  return  day  of  the 
motion,  various  stockholders — including  the  Castlemans 
and  the  appellant  Novembers — appeared  in  person  or  by 
counsel  before  the  Nevada  Court  and  a  hearing  ensued 
(R.  189,  226). 

On  March  30,  1954,  the  Nevada  Court  filed  extensive 
findings  of  fact  and  conclusions  of  law  (R.  214-225)  and 
entered  an  interlocutory  order  pursuant  to  Rule  23(c) 
approving  the  sale  of  RKO's  assets  to  Hughes  as  a  com- 
promise and  settlement  of  the  action  (R.  226-8).  On  April 
1,  1954,  after  consummation  of  the  sale  of  the  assets  (R. 
192-3),  the  Nevada  Court  entered  a  final  judgment  dismiss- 
ing the  action  with  prejudice  as  to  all  defendants,  retaining 
jurisdiction  only  for  the  determination  and  allocation  of  all 
costs  and  fees  allowable  to  any  stockholder  plaintiffs  in  any 
action  "wherever  pending"  (R.  231-2). 

On  April  5,  1954  after  due  notice  to  all  counsel  who  had 
appeared  of  record  in  any  of  the  derivative  actions  against 
Hughes   (R.  235-37),^  the  Nevada  Court  awarded  to  the 


^  In  addition  to  the  Castleman  suits  in  Nevada  and  California, 
there  were  also  pending  on  April  1,  1954  four  other  stockholder 
suits  against  Hughes  in  the  Federal  and  State  Courts  of  Cali- 
fornia and  in  the  New  York  State  Courts  (R.  217-9).  The  Schiff 
action  in  Delaware  had  been  decided  March  26,  1954  (104  A  2d 
267). 


Castlemans  $160,000,  being  $125,000  for  counsel  fees, 
$25,000  for  accountant's  fees  and  $10,000  for  disbursements. 
This  award,  as  specifically  provided  therein,  was  to  ''cover 
all  fees  for  all  attorneys  who  have  appeared  in  any  action, 
wherever  pending,  on  behalf  of  Eli  B.  Castleman,  et  al.,  the 
plaintiffs  in  this  action  .  .  .  "  (R.  238). 

E.  Radio's  Motion  to  Dismiss  Below  and  Reich's 
Motions  for  Counsel  Fees 

With  the  Nevada  case  at  an  end,  Radio  moved  below  to 
dismiss  the  California  suit  on  the  ground  that  the  final 
judgment  in  Nevada  was  res  judicata  (R.  184-6).^ 

Reich  thereupon  renewed  all  motions  which  had  been 
previously  continued  by  Judge  Harrison  and  filed  separate 
motions  to  assess  his  counsel  fees  against  either  the  de- 
fendants or  the  plaintiffs,  or  perhaps  both  (R.  263;  283). 

After  continuing  the  matter  for  the  submission  of  briefs 
(R.  351-2),  Judge  Harrison  handed  down  a  memorandum 
on  August  5, 1954,  granting  Radio's  motion  to  dismiss  upon 
two  grounds:  (a)  consummation  of  the  sale  of  all  causes 
of  action  to  the  alleged  principal  wrongdoer,  declared  valid 
in  the  Delaware  Chancery  Court,  rendered  the  action  moot ; 
and  (b)  the  Nevada  judgment  was  res  judicata  as  to  all 
issues  tendered  in  the  California  complaint  (R.  356-7). 

Judge  Harrison  denied  Reich's  motion  for  attorneys' 
fees  on  the  ground  that  he  had  been  employed  by  the  Castle- 
mans' New  York  counsel  who,  in  turn,  had  been  the  re- 
cipient of  an  award  of  fees  in  the  Nevada  action  (R.  357). 

After  a  duly  noticed  hearing  on  objections  (R.  357-8, 
359),  the  final  judgment  from  which  ''appellants" — that  is 
to  say,  Reich — appeal  was  entered  September  27,  1954  (R. 
360-1). 


^  Prior  to  the  entry  of  judgment  in  Nevada,  the  plaintiffs 
amended  their  complaint  to  comprehend  in  all  respects  the  addi- 
tional matters  which  had  been  alleged  in  the  amended  complaint 
below  filed  by  Reich  on  March  4,  1954.  This  fact  was  duly  noted 
in  the  Nevada  judgment  (R.  217). 
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F.    Proceedings  Since  Judgment  Below 

This  Court  has  been  informed  that  Reich  is  presently- 
suing  Kipnis  in  the  state  courts  of  New  York  for  $64,050.37 
as  his  claimed  share  of  the  counsel  fees  awarded  to  the 
Castlemans  in  Nevada.  See  the  affidavit  of  Louis  Kipnis 
sworn  to  November  18,  1954,  filed  in  this  Court  in  support 
of  the  motion  by  plaintiffs  below  to  dismiss  this  appeal. 

Issues 

We  respectfully  submit  that  only  two  issues  survive  the 
welter  of  charge  and  countercharge : 

1.  Was  the  District  Court  correct  in  dismissing 
the  action  below  on  either  of  the  grounds  set  forth 
in  its  memorandum  of  August  5th? 

2.  Did  the  District  Court  err  in  refusing  to  make 
an  award  of  counsel  fees  to  Reich  against  defendant- 
appellee  RKO  Radio  Pictures,  Inc.? 

Argument 

I. 

The  dismissal  below  over  Reich's  charges  of  collusion 
was  correct. 

A.    PlaintifiFs  Below  and  All  RKO  Stockholders 
Are  Bound  By  the  Nevada  Judgment 

It  is  as  elementary  as  hornbook  law  that  the  plaintiffs 
below — the  Castlemans  and  Feuerman — having  been  also 
plaintiffs  in  the  Nevada  suit,  are  barred  and  estopped  from 
attacking  the  Nevada  judgment  collaterally.  By  their  ap- 
pointed counsel  they  participated  in  all  hearings  and  pro- 
ceedings leading  to  that  decree.  They  accepted  its  bene- 
fits; did  not  appeal  and  consequently  are  bound.    By  the 
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same  token,  Reich,  erstwhile  California  counsel  to  these 
plaintiffs,  stands  in  privity  with  them  and  is  also  barred 
and  estopped  from  attacking  the  Nevada  judgment  col- 
laterally. 49  C.  J.  S.,  Judgments,  <§  434-b ;  1  Freeman  on 
Judgments  (5th  Ed.,  1925),  §§305,  317. 

Moreover  the  *' appellant"  Novembers  also  appeared 
at  and  were  free  to  participate  in  the  hearing  in  Nevada 
which  resulted  in  that  Court's  Final  Judgment  of  April  1, 
1954  (R.  236).  Since  the  Novembers  did  not  appeal  the 
Nevada  judgment,  as  was  their  right  after  court  approval 
of  the  compromise  and  settlement  (see,  e.g.,  Masterson  v. 
Pergament,  203  F.  2d  315  [Gth  Cir.,  1953] ;  Cohen  v.  Young, 
127  F.  2d  721  [6th  Cir.,  1942] ),  they  also  are  foreclosed  from 
collateral  attack. 

IVIerely  as  an  individual,  Reich  obviously  has  no  stand- 
ing whatsoever;  not  being  an  RKO  stockholder,  he  is  not 
aggrieved  by  either  the  Nevada  judgment  or  the  judment 
below.  Reich,  in  the  most  charitable  light,  is  a  mere  volun- 
teer without  even  a  shadow  of  justiciable  interest  in  the 
matters  involved  in  these  stockholders'  actions. 

Although  these  facts  render  this  appeal  wholly  ground- 
less, we  nevertheless — and  without  waiving  the  point — 
assume  arguendo  that  this  appeal  is  by  members  of  the 
litigating  class  -within  the  meaning  of  Rule  23(a)(1)  who 
received  the  notices  of  the  Nevada  proceedings  sent  all 
RKO  stockholders,  but  who  failed  to  appear  at  the  hearing 
pursuant  to  such  notice. 

Even  on  this  assumption,  it  must  be  conceded  that,  upon 
unquestionable  principles  of  res  judicata,  the  action  below 
was  properly  dismissed. 

In  an  obvious  attempt  to  forestall  dismissal,  Reich 
charged  that  the  Nevada  action  w^as  collusive  or,  at  least, 
non-adversary.  He  asserted  that  such  a  charge  required 
the  California  court  to  permit  his  collateral  attack  on  the 
Nevada  judgment  even  though  the  precise  subject  matter 
of  his  collusion  charge  had  been  raised  in  the  course  of  the 
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Nevada  proceedings  (R,  98-114)  and  had  been  specifically 
determined  by  that  Court  as  being  without  substance  (R. 
223-5). 

Reich's  contentions  in  this  regard  are  unsupported  by 
authority.  The  cases  upon  which  he  purports  to  rely  all 
share  the  same  vital  flaw.  None  meets  the  question  at  bar, 
namely : 

Where  a  stockholder's  derivative  action,  after  due  no- 
tice to  all  other  stockholders  pursuant  to  Rule  23(c),  has 
terminated  in  a  final  judgment  based  upon  judicial  exami- 
nation and  approval  of  a  settlement  of  the  controversy,  can 
a  dissatisfied  stockholder  avoid  the  normal  res  judicata 
operation  of  such  judgment  by  a  collateral  attack  in  a 
foreign  jurisdiction  based  upon  a  claim  of  collusion? 

Reich's  failure  to  find  any  authority  for  the  affirmative 
is  not  surprising.  It  is  the  natural  result  of  his  failure  to 
comprehend  the  rationale  behind  Rule  23(c) 's  requirement 
of  court  approval  after  notice  to  all  stockholders.  This 
Rule  not  only  required  the  Nevada  Court  to  consider  the 
bona  fides  of  the  action  and  of,  its  compromise,  but  also  im- 
posed upon  each  stockholder  the  obligation  of  coming  for- 
ward with  any  claim  of  vitiating  collusion  in  the  Nevada 
Court  or  being  forever  barred  from  contesting  that  issue 
in  any  action  pending  elsewhere. 

These  principles  are  fully  settled. 

Rule  23(c)  is  designed  to  protect  the  corporation's  in- 
terests in  the  proposed  settlement  or  compromise. 

Piccard  v.  Sperry  Corp.,  36  F.  Supp.  1006  (S.  D. 
N.  Y.,  1941),  aff 'd.  120  F.  2d  328  (2nd  Cir.,  1941). 

The  court  must  ascertain  from  all  pertinent  sources 
the  actual  extent  of  probable  liability.  Approving  a  settle- 
ment solely  upon  the  advice  of  counsel  for  the  parties  with- 
out independent  study  is  reversible  error. 

Cohen  v.  Young,  127  F.  2d  721  (6th  Cir.,  1942). 
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A  more  than  casual  study  of  the  legal  theories  involved 
and  an  analysis  of  the  evidence  in  support  of  each  side's 
claim  is  required.  To  accept  or  reject  a  proposed  settle- 
ment or  compromise  without  such  scrutiny  is  an  abuse  of 
discretion. 

Upson  V.  Otis,  155  F.  2d  606  (2nd  Cir.,  1946). 

To  protect  the  corporation  and  thereby  all  the  stock- 
holders, the  court  is  specifically  charged  with  the  task  of 
deciding  whether  any  extrinsic  fraud  or  collusion  existed. 
Thus,  in  Wiukcliuan  v.  General  Motors  Corporation,  48  F. 
Supp.  490  (S.  D.  N.  Y.,  1942),  it  was  stated  at  p.  493: 

''The  role  of  the  Court  on  the  compromise  of  a 
stockholder's  derivative  action  is  described  by  Mr. 
Justice  Rosenman  in  Neuberger,  etc.  v.  Barrett  et  al., 
June  25,  1952.    He  wrote : 

"  'The  role  of  the  court  is  to  see  that  the  com- 
promise is  fair  and  reasonable  under  the  circum- 
stances and  that  no  collusion  or  fraud  has  been  prac- 
ticed in  the  consummation  of  the  settlement.  To  do 
this  the  court  must  weigh  the  probabilities  and  possi- 
bilities of  victory  or  defeat  as  indicated  by  the  legal 
or  factual  situation  presented.  If  such  considerations 
lead  to  the  conclusion  that  the  settlement  agreed  upon 
by  the  plaintiffs  in  the  suit  is  not  unfair  or  unreason- 
able to  the  corporation  (in  which  all  the  other  stock- 
holders have  their  interest),  then  the  action  of  the 
plaintiffs  in  compromising  the  suit  should  be  ap- 
proved.' " 

To  the  same  effect,  see: 

Pergament  v.  Frazer,  93  F.  Supp.  13  (E.  D.,  Mich., 
1950),  aff'd.  203  F.  2d  315  (6th  Cir.,  1953),  cert, 
den.  346  U.  S.  832  (1953) ; 

Pottish  V.  Divak,  71  F.  Supp.  737  (S.  D.,  N.  Y., 
1947). 

Requiring  notice  to  the  stockholders  and  according  them 
an  opportunity  to  present  objections  or  suggestions  clearly 
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evidences  that  the  court  is  actually  deciding  everybody's 
rights  in  the  controversy,  not  just  what  the  immediate  par- 
ties envision  or  purport  them  to  be.  Thus,  in  Cohen  v. 
Young,  127  F.  2d  721  (6th  Cir.,  1942),  it  was  stated  at  p.  725 
that: 

"The  rule  [i.e.,  Rule  23(c)]  provides  for  notice 
to  stockholders  not  only  in  order  that  they  may  have 
the  right  to  be  heard  but  also  in  order  that  the  court 
may  have  the  benefit  of  that  broader  information 
which  comes  from  receiving  advice  as  to  the  views 
of  all  parties  concerned  and  from  considering  evi- 
dence proffered  by  them  upon  the  relevant  points 
of  the  case.  In  other  words,  the  rule  was  adopted 
to  secure  not  routine  approval  of  a  consent  decree, 
but  in  order  to  insure  supervision  of  the  court  for 
the  protection  of  the  corporation  and  all  the  stock- 
holders. ' ' 

See,  also,  Pottish  v.  Divak,  71  F.  Supp.  737  (S.  D., 
N.  Y.,  1947). 

Conclusive  authority  against  a  stockholder  raising  the 
issue  of  collusion  collaterally  lies  in  the  fact  that  Eule  23(c) 
accords  each  stockholder  the  following  rights :  he  may  offer 
evidence  in  support  of,  or  in  opposition  to,  the  proposed 
dismissal  and,  without  formal  intervention,  may  appeal 
directly  from  the  trial  court's  eventual  approval  or  non- 
approval.  Cohen  v.  Young,  127  F.  2d  721  (6th  Cir.,  1942) ; 
Master  son  v.  Pergament,  203  F.  2d  315  (6th  Cir.,  1953). 

This  is  fundamental  to  the  successful — and  meaning- 
ful— operation  of  Rule  23(c).  It  is  the  recognition  of  these 
rights  which  distinguishes  class  actions  from  more  con- 
ventional lawsuits  or  situations  in  which  claims  are  volun- 
tarily dismissed  or  compromised  without  the  scrutiny  of  the 
court  and  the  benefit  of  its  approval  as  required  by  Rule 
23(c).  Non-parties  who  are  directly  affected  by  the  result 
in  such  conventional  litigation  may,  of  course,  collaterally 
attack  the  judgment. 

By  the  same  reasoning,  when  a  class  action  arises  in  a 
jurisdiction  which  permits  dismissal  or  compromise  without 
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court  approval  after  notice  to  all  class  members,  tbose 
members  of  the  class  wlio  are  not  before  the  court  have  no 
opportunity  to  participate  in  the  proceedings  or  to  appeal 
and  their  rights  can  be  protected  only  by  a  collateral  attack. 
These  are  the  situations  which  Reich  cites  to  this  Court. 

Rule  23(c),  however,  provides  a  practical  means  for 
direct  participation  by  all  class  members  and  a  right  of 
appeal  to  any  who  may  feel  aggrieved.  This  accords  full 
protection  to  all,  obviates  any  need  for  the  cumbersome 
weapon  of  collateral  attack,  and  hence  proscribes  such  an 
attack. 

Here  the  Nevada  Court,  in  considering  the  evidence  and 
in  finding  that  the  action  and  proceedings  before  it  were 
adversary  and  non-collusive,  conscientiously  fulfilled  the 
duty  imposed  upon  it  by  Rule  23(c).  Reich,  on  the  other 
hand,  after  defaulting  in  the  presentation  of  his  evidence, 
if  any  he  had,  in  Nevada  and  failing  to  appeal  from  the 
Nevada  judgment,  can  not  raise  the  collusion  issue  col- 
laterally. 

The  recent  litigation  in  the  Sixth  and  Second  Circuits 
affecting  the  Kaiser-Frazer  Corporation  is  completely  dis- 
positive of  Reich's  contention  here. 

See 

Pergament  v.  Frazer,  et  al.,  93  F.  Supp.  13  (E.  D., 
Mich.,  1950),  aff 'd.  203  F.  2d  315  (6th  Cir.,  1953), 
cert.  den.  346  U.  S.  832  (1953) ;  and 
Stella  v.  Kaiser,  et  al,  218  F.  2d  64  (2nd  Cir., 
1954). 

In  the  Kaiser-Frazer  situation  six  stockholders '  actions 
were  pending  in  various  courts  in  different  states — three 
in  Federal  and  three  in  State  courts.  Defendants  chose  to 
negotiate  a  settlement  with  the  attorneys  representing 
Pergament  in  the  Eastern  District  of  Michigan.  Attorneys 
for  the  plaintiffs  in  the  other  actions  did  not  participate  in 
the  talks.    Eventually,  and  without  consulting  counsel  for 
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the  other  plaintiffs,  a  settlement  of  the  entire  controversy- 
was  reached.  The  settlement  was  then  placed  before  the 
Court  for  its  approval. 

All  stockholder  plaintiffs  were  duly  notified  of  the 
motion  for  dismissal  based  upon  the  settlement  and  were 
invited  to  appear  by  their  counsel  before  the  Michigan  Fed- 
eral Court.  Among  the  charges  made  was  that  Pergament 
and  the  defendants  were  in  collusion.  On  this  point  the 
District  Court  ruled : 

"  .  .  .  We  saw  no  evidence  of  any  such  collusion. 
In  all  cases  after  attorneys  have  arrived  at  an  agree- 
ment and  it  is  desired  to  protect  the  several  parties, 
it  is  usual  for  them  to  collaborate  and  make  certain 
that  nothing  has  been  overlooked.  Plaintiffs'  attor- 
neys said  that  they  thought  they  had  driven  a  good 
bargain,  utilizing  to  the  extreme  the  knowledge  that 
defendants,  particularly  the  Kaisers,  wanted  all  these 
lawsuits  out  of  the  way  before  going  on  the  guar- 
anties of  the  hoped  for  loan  from  RFC.  It  is  no 
great  wonder,  and  we  don't  believe  subject  to  the 
charge  of  collusion,  that  when  the  several  attorneys 
had  arrived  at  this  point  it  was  insisted  by  defend- 
ants that  amendments  be  made  to  plaintiffs'  bill  of 
complaint  to  include  the  other  actions.  Defendants 
would  have  settled  on  no  other  basis.  They  wanted 
— and  rightly  so — to  put  an  end  to  what  they  then 
termed,  these  bickerings,  snipings,  and  nuisance 
lawsuits  that  were  interfering  with  the  progress  and 
success  of  the  Kaiser-Frazer  Corporation.  And  why 
shouldn't  they?"  (93  F.  Supp.  at  p.  20.) 

After  extended  hearings  and  close  analysis,  the  Court 
approved  the  settlement  as  proposed  and  dismissed  the 
action  with  prejudice.  In  describing  the  effect  of  this  judg- 
ment it  stated,  at  p.  17 : 

''On  or  about  September  21,  or  25,  1949,  Perga- 
ment and  London,  plaintiffs  in  this  action,  began 
conferences  with  defendants  through  their  attorneys, 
having  as  their  objective  settlement  of  this  and  all 
derivative  suits  begun  by  stockholders.  A  settle- 
ment agreement  was  arrived  at  October  25,  1949. 
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"That  proposed  compromise  is  now  before  this 
court  and  if  ap})roved  will  serve  to  dismiss  not  only 
the  Pergament-London  action  but  will  eliminate  all 
other  stockholders'  derivative  suits  heretofore 
started. ' ' 

On  appeal  the  District  Court's  approval  was  affirmed 
by  a  divided  court.  Masterson  v.  Pergament,  203  F.  2d  315 
(6th  Cir.,  1953).  The  Supreme  Court  declined  review  by 
certiorari.    Masterson  v.  Pergament,  346  U.  S.  832. 

The  matter,  however,  was  not  permitted  to  rest  at  that 
point.  Another  stockholder,  Stella,  sought  to  renew  and 
press  an  action  which  he  had  instituted  in  the  Southern 
District  of  New  York  (see  82  F.  Supp.  301)  'prior  to  the 
institution  of  the  Pergament  action  in  Michigan.  The  pre- 
cise parallel  of  this  sequence  to  the  much-labored  fact  that 
the  Castleman-California  action  preceded  the  Castleman- 
Nevada  action  by  eight  days  will  be  obvious  to  this  Court. 
Stella  was  met  with  the  claim  that  the  Pergament  settle- 
ment and  judgment  of  dismissal  were  res  judicata  to  which 
he  replied,  inter  alia,  that  the  Michigan  judgment  was  so 
fatally  tinged  with  fraud  as  to  permit  a  collateral  attack 
to  be  maintained  in  New  York. 

In  reviewing  the  entry  of  summary  judgment  for  the 
defendants,  the  Second  Circuit  ruled  unanimously  that  the 
judgment  was  beyond  attack  on  this  ground.  Chief  Judge 
Clark's  opinion  in  Stella  v.  Kaiser,  218  F.  2d  64  (handed 
down  December  7,  1954),  reads  in  part  as  follows; 

** .  .  .  Plaintiff  was  an  active  litigant  in  the  proceed- 
ings .  .  .  [in  Michigan]  and  is  bound  under  the 
principles  of  res  judicata  at  least  mth  respect  to 
those  defendants  who  were  parties  of  record  in  Michi- 
gan. Baldwin  v.  Iowa  State  Traveling  Men's  Ass'n, 
283  U.  S.  522,  51  S.  Ct.  517,  75  L.  Ed.  1244.  Even 
without  his  active  participation  Stella  would  have 
been  bound  by  the  Michigan  court's  action,  since  it 
was  a  conclusive  adjudication  of  a  'true'  class  action, 
Hansberry  v.  Lee,  311  U.  S.  32,  61  S.  Ct.  115,  85  L. 
Ed.  22,  132  A.  L.  R.  741;  3  Moore's  Federal  Practice 
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23.11  (2d  Ed.  1948) ;  McLaughlin,  Capacity  of  Plain- 
tiff-Stockholder to  Terminate  a  Stockholder's  Suit, 
46  Yale  L.  J.  421,  424,  and  since,  moreover,  there 
was  adequacy  of  notice  and  representation  as  found 
by  the  Sixth  Circuit,  Masterson  v.  Pergament,  supra, 
6  Cir.,  203  F.  2d  315,  330.  See  Dickinson  v.  Burn- 
ham,  2  Cir.,  197  F.  2d  973,  certiorari  denied  344 
U.  S.  875,  .    .   . 

''Plaintiff  asserts,  however,  that  the  settlement 
itself  was  procured  by  fraud  and  that  the  Michigan 
decree  is  subject  to  attack  for  failure  to  decide  this 
issue.  But  in  this  he  is  in  error,  for  the  fraud  issue 
was  in  fact  disposed  of  adversely  to  him  by  the  Court 
of  Appeals.  Masterson  v.  Pergament,  supra,  6  Cir., 
203  F.  2d  315,  330-331.  Since  this  issue  was  repeatedly 
raised,  it  cannot  now  be  made  the  basis  for  collateral 
attack.    De  Bobula  v.  Goss,  90  U.  S.  App.  D.  C.  28, 

193  F.  2d  35. 

*  *  * 

' ' .  .  .  the  only  issue,  as  I  see  it,  is  whether  a  judicially 
effected  compromise  should  have  the  same  binding 
effect  as  a  voluntary  one  would  have.  The  writer  of 
this  opinion  can  see  no  reason  why  it  should  not. 
The  judicial  scrutiny  contemplated  by  F.  R.  C.  P. 
23(c)  gives  to  the  parties  a  greater  degree  of  pro- 
tection than  do  many  private  settlements.  The 
salutary  effect  of  the  rule  would  be  seriously  im- 
paired if  dissatisfied  parties  could  revive  com- 
promised claims  against  parties  whom  the  settlement 
expressly  covered.  The  Third  Circuit  recently  held 
that,  even  without  judicial  safeguards,  a  prior  con- 
sent judgment  may  be  successfully  invoked  by  any 
defendants  whose  relationship  to  earlier  defendants 
was  'close  enough.'  Lawlor  v.  National  Screen  Serv- 
ice Corp.,  3  Cir.,  211  F.  2d  934,  certiorari  granted 
75  S.  Ct.  42.  Here  we  need  not  go  so  far,  but  may 
hold  simply  that  a  member  of  the  class  of  stock- 
holders in  a  derivative  action  is  bound  by  and  must 
accept  a  judicially  approved  compromise  in  his 
behalf.  This  is  the  traditional  class  suit  or  repre- 
sentative situation,  see  Advisory  Committee's  Note 
to  F.  R.  C.  P.  23(a)  (1);  3  Moore's  Federal  Prac- 
tice 3436,  3437,  3459,  3460  (2d  Ed.  1948).  Since 
Stella  would  thus  be  bound  even  by  a  totally  adverse 
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judgment,  there  seems  no  reason  why  he — so  repre- 
sented—should not  he  hound  hy  the  release  and 
satisfaction  ordered  by  the  court."    (pp.  65-67) 

The  case  is  precisely  analogous.  Reich  has  no  standing 
to  assert — on  behalf  of  any  RKO  stockliolder,  whether  ac- 
tually present  before  Judge  McNaniee  on  March  22, 1954  or 
not — that  a  collateral  attack  can  be  levied  in  the  CaUfornia 
courts  now  against  the  Nevada  Court's  judgment  of  dis- 
missal with  prejudice  entered  after  notice  to  all  RKO  stock- 
holders. 

B.    The    Notice    to    RKO    Stockholders    of    the 
Motion  to   Dismiss  Was  Adequate 

No  doubt  because  of  an  appreciation  of  the  inherent 
difficulty  of  his  position,  Reich  also  challenges  the  adequacy 
of  the  notice  concededly  given  all  RKO  stockholders  of 
Hughes'  motion  to  dismiss. 

The  formal  notice  was,  however,  the  product  of  an  in- 
termediate order  of  the  Nevada  Court  which  approved 
both  its  form  and  its  method  of  transmittal  (R.  188-9). 
This  notice  (printed  in  full  at  R.  202-3),  together  with  a 
copy  of  the  Motion  to  Dismiss  as  filed  on  February  11, 
1954  (printed  in  full  at  R.  200-1),  was  mailed  on  or  about 
March  1,  1954  to  each  record  stockholder  with  the  proxy 
statement  for  the  special  meeting  of  stockholders  called 
for  March  18,  1954  to  consider  Hughes'  offer  (R.  189,  215). 
The  offer  to  purchase  all  RKO  assets  ''including  any  and 
all  claims  or  causes  of  action  of  every  kind  or  character 
against  defendant  Avhich  might  be  asserted  against  any 
person  or  persons,  including  me"  (R.  195  et  seq.)  was,  of 
course,  also  furnished  all  stockholders  with  the  proxy  state- 
ment which,  in  turn,  set  forth  the  nature  and  status  of  all 
pending  suits. 

Rule  23(c)  imposes  upon  the  court  the  duty  of  pre- 
scribing the  form  of  the  requisite  notice  to  be  given  all 
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members  of  a  class  of  the  pendency  of  a  "proposed  dis- 
missal or  compromise."  In  this  case,  a  proposed  dismissal 
was  in  the  offing  if  RKO's  stockholders  should  approve  a 
sale  to  Hughes  of  the  corporation's  assets,  including  any 
claims  against  him,  with  the  consequent  prospect  that  those 
claims  would  be  extinguished  in  such  a  sale. 

The  Supreme  Court  has  held  in  an  analogous  situation 
that,  to  afford  the  requisite  due  process,  the  notice  given 
must  be  "reasonably  calculated,  under  all  the  circum- 
stances, to  apprise  interested  parties  of  the  pendency  of 
the  action  and  afford  them  an  opportunity  to  present  their 
objections  .  .  .  The  notice  must  be  of  such  nature  as  rea- 
sonably to  convey  the  required  information  .  ,  .  and  it  must 
afford  a  reasonable  time  for  those  interested  to  make  their 
appearance  .  .  .  But  if  with  due  regard  for  the  practi- 
calities and  peculiarities  of  the  case  these  conditions  are 
reasonably  met,  the  constitutional  requirements  are  satis- 
fied." See  Mullane  v.  Central  Hanover  Bank  &  Trust 
Co.,  339  U.  S.  306,  314-315  (1950),  and  cases  therein  cited. 

It  is  submitted  that  both  the  form  and  method  of  giving 
notice  to  RKO's  stockholders  satisfy  this  test. 

Reich's  difficulty  seems  to  lie  in  his  apparent  failure 
to  accept  the  effect,  in  secondary  class  actions,  of  extin- 
guishing all  claims  against  Hughes.  This  effect  is  not 
defined  or  measured  by  factual  evidence.  It  flows  from 
the  rule  of  law  that  extinguishing  a  claim  results  in  com- 
promising the  claim.  By  accepting  the  offer  of  Hughes, 
the  corporation  assigned,  among  other  property  rights,  any 
claims  against  him  which  it  might  have,  including  any  as- 
serted in  the  several  stockholder  actions.  After  this  assign- 
ment, the  plaintiffs  in  the  Nevada  suit,  the  Castlemans,  and 
all  others  in  their  class — i.e.,  all  other  stockholders — would 
have  no  further  interest  in  any  action  against  Hughes. 

That  an  extinguishment  of  all  of  RKO  's  claims  against 
Hughes  (a  prospect  of  which  the  stockholders  were  ex- 
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pressly  advised)  is  a  compromise,  as  a  matter  of  law,  is 
shown  by  an  examination  of  the  pertinent  cases.    See,  e.g., 

Stella  V.  Kaiser,  supra,  218  F.  2d  64  (2nd  Cir., 

1954) ; 
May  V.  Midwest  Refining  Co.,  121  F.  2d  431,  440 

(1st  Cir.,  1941) ; 
Piccard  v.  Sperry  Corporation,  36  F.  Supp.  1006, 

aff 'd.  120  F.  2d  328  (2nd  Cir.,  1941) ; 
Malcolm  v.  Cities  Service  Co.,  2  F.  R.  D.  405  (D. 

Del.,  1942). 

By  sale  of  the  causes  of  action,  ''the  case  has  in  fact 
been  compromised  and  is  ripe  for  dismissal,"  bringing  Rule 
23(c)  into  play  whether  or  not  a  formal  motion  to  dismiss 
has  been  filed.  Cf.  Webster  Eisenlohr,  Inc.  v.  Kalodner, 
145  F.  2d  316  (3rd  Cir.,  1944),  dissent  by  Judge  Biggs  at 
p.  325. 

Here,  all  RKO  stockholders  were  on  notice  that  they 
could  'Hake  any  action  with  respect  [to  the  proposed  dis- 
missal] before  this  court  which  may  be  proper"  (R.  203). 
Reich  therefore  cannot  seriously  contend  that  the  stock- 
holders were  without  notice  that  they  could  introduce  evi- 
dence bearing  on  the  fairness  of  the  purchase  which  resulted 
in  the  extinguishment  of  the  claims  and  causes  asserted  in 
their  derivative  actions.  The  Nevada  Court  was  required 
to  pass  upon  the  fairness  of  this  purchase.  Refusal  to 
receive  a  stockholder's  proffered  evidence  on  the  issue  of 
fairness  would  have  constituted  reversible  error. 

The  position  of  the  Court  under  Rule  23(c)  was  stated 
in  Cohen  v.  Young,  supra,  as  follows : 

"...  Under  the  circumstances  here  presented, 
Rule  23(c)  does  not  justify  approval  of  a  proposed 
compromise  of  a  class  action  solely  upon  the  recom- 
mendation of  attorneys  even  though  they  represent 
all  parties  of  record.  The  rule  provides  for  notice 
to  stockholders  not  only  in  order  that  they  may  have 
the  right  to  be  heard  but  also  in  order  that  the  court 
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may  have  the  benefit  of  that  broader  information 
which  comes  from  receiving  advice  as  to  the  views  of 
all  parties  concerned  and  from  considering  evidence 
proffered  by  them  upon  the  relevant  points  of  the 
case.  In  other  words,  the  rule  was  adopted  to  secure 
not  routine  approval  of  a  consent  decree,  but  in  order 
to  insure  supervision  of  the  court  for  the  protection 
of  the  corporation  and  all  the  stockholders"  (127  F. 
2d  at  725). 

The  above  demonstrates  fully  the  complete  adequacy  of 
the  notice  given  RKO  stockholders  under  direction  of  the 
Nevada  Court.  Compliance  with  Rule  23(c)  having  been 
fulfilled,  due  process  was  accorded  all  parties  having  an 
interest  in  the  extinction  of  any  claim  against  Hughes. 

C.  In  Any  Event,  Any  Question  of  the  Fairness  of 
the  Compromise  Effected  by  the  Sale  to 
Hughes  Is  Now  Foreclosed 

Ultimately  Reich  must  answer  the  question  as  to  what 
he  proposes  to  litigate  in  the  event  of  a  reversal  here.  To 
date  he  has  scrupulously  avoided  any  charge  that  the  chal- 
lenge to  the  Hughes  offer  litigated  in  the  Delaware  Chan- 
cery Court  is  subject  to  a  collateral  attack  in  California. 
In  that  proceeding  to  enjoin  the  sale  of  RKO's  assets  to 
Hughes,  the  Chancellor,  after  careful  review  of  the  exten- 
sive evidence,  ruled  that  the  plaintiffs  had  failed  to  sustain 
their  burden  of  showing  fraud  or  bad  faith  and  granted 
judgment  on  the  merits  in  favor  of  the  defendants.  Schiff 
V.  RKO  Pictures  Corp.,  104  A.  2d  267,  280  (1954). 

Passing  the  point  that  it  was  also  specifically  charged 
in  Delaware  that  fraud  and  bad  faith  were  inherent  in  the 
plan  to  purchase  the  claims  asserted  in  the  pending  stock- 
holder suits  with  all  other  assets  (see  104  A.  2d  at  p.  280), 
it  remains  that  no  appeal  was  taken  in  that  action.  Further- 
more, Reich  specifically  concedes  that  ''the  Delaware  ac- 
tion is  res  judicata  on  the  issue  as  to  whether  the  sale  was 
fair  and  that  the  appellants  here  do  not  and  cannot  chal- 
lenge that  judgment"  (Opening  Brief,  pp.  19-20). 
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Finally,  it  may  be  noted  that  the  Motion  to  Dismiss  the 
Nevada  action,  as  supplied  to  all  stockholders,  clearly  put 
everyone  on  notice  that  if  Hughes'  offer  was  accepted,  the 
sale  **will  effectively  extinguish  all  claims  and  causes  of 
action  against  this  defendant  and  will  render  this  pending 
action  moot  as  to  this  defendant"  (R.  200-1).  One  ground 
of  Judge  Harrison's  memorandum  decision  of  August  5, 
1954,  granting  the  motion  to  dismiss  below  was  that  the 
effect  of  the  sale  of  all  RKO  assets — including  the  cause 
of  action  then  before  him — was  to  render  the  action  moot 
(R.  356). 

Following  the  judgments  in  Delaware  and  in  Nevada, 
all  assets  of  RKO  were  transferred  to  Hughes,  in  exchange 
for  $23,489,478  in  cash.  For  over  thirteen  months,  at  the 
date  of  this  brief.  Radio,  the  only  corporation  before  this 
Court,  has  been  wholly  owned  by  Hughes.  Does  Reich 
propose  a  reversal  so  that  he  may  prosecute  on  behalf  of 
Radio  a  claim  against  its  sole  owner,  who  would  be  the  sole 
beneficiary  of  any  recovery  (after  deduction  of  fees  for 
Reich)? 

II. 

No  further  counsel  fees  can  be  assessed  against  Radio. 

It  is  this  phase  of  the  appeal  which  appears  to  explain 
most,  if  not  all,  the  tumult.  Reich  has  been  relegated  by 
the  Court  below  to  his  employers,  I^pnis  and  Mittelman, 
for  any  fee  which  can  justly  be  regarded  as  due  him.  We 
leave  it  to  the  co-appellees  to  argue  the  merits  of  whether 
any  fee  is  allowable  against  them  in  this  action  or  should  be 
determined  in  the  action  instituted  by  Reich  in  New  York. 
We  are  concerned  only  with  the  claim  for  a  second  award  of 
fees  against  Radio. 

When  Reich  moved  below  for  an  aw^ard  of  counsel  fees 
and  costs  against  ''defendants  other  than  Bank"  (R.  283 
et  seq.)  it  was  then  true,  as  it  had  been  from  the  beginning. 
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that  personal  jurisdiction  had  been  obtained  in  the  action 
only  over  the  present  appellee  Radio,  a  former  subsidiary 
of  RKO. 

Under  general  equitable  principles,  of  course,  plaintiff's 
counsel  fee  in  a  derivative  action  is  to  be  measured  by — 
and  charged  to — the  benefits  flowing  to  the  corporation  on 
whose  behalf  the  suit  is  undertaken.  See  13  Fletcher, 
Cyclopedia  Corporations  (Rev.  Ed.)  '§  6045  and  cases  therein 
cited. 

Even  if  we  assume  that  Reich's  activity  produced  some 
benefit  to  RKO,  the  former  parent,  and  reject  the  idea  that 
his  maneuvers  amounted  to  no  more  than  a  plaguing  and 
expensive  nuisance  to  all  concerned,  plaintiffs  and  defend- 
ants ahke,  it  is  difficult  to  perceive  the  logic  in  (a)  awarding 
anything  but  nominal  fees  for  the  prosecution  of  an  action 
against  Radio,  a  subsidiary  of  an  interested  but  basically 
neutral  party,  in  the  absence  of  the  alleged  wrongdoer  and 
(b)  awarding  anything  at  all  against  a  party  who  in  nowise 
could  be  benefited  by  the  most  generous  recovery. 

Be  that  as  it  may,  Reich  cannot  be  awarded  any  fees 
against  *'the  RKO  defendants"  for  the  following  reasons: 

A.  Reich,  as  self-styled  counsel  for  the  Castleman 
plaintiffs,  is  barred  from  any  recovery  of  fees  by  reason 
of  the  fact  that  the  Castlemans  were  reimbursed  by  the 
Nevada  Court  for  all  expenses  for  attorneys. 

The  plaintiffs  below,  the  Castlemans,  were  awarded  a 
judgment  on  April  5, 1954  for  all  expenses  incurred  by  them 
to  cover  the  fees  of  all  counsel  who  had  appeared  for  them 
in  any  of  their  actions,  wherever  pending  (R.  233  et  seq.). 
The  award  included  $125,000  for  attorneys'  fees,  plus 
$8,000  disbursements,  plus  $27,000  for  accountants '  fees  and 
disbursements  (R.  238).    The  judgment  has  been  paid. 

The  Nevada  Court  was  fully  advised  with  respect  to  the 
date  of  institution  and  the  pendency  of  the  California  action 
covering  the  same  causes  of  action  pleaded  in  Nevada  (R. 
217-8). 


25 

Reich  was  duly  notified  that  the  Nevada  Court  would 
determine  the  amounts,  if  any,  to  be  allowed  to  the  Castle- 
mans  for  their  expenses  for  attorneys.  He  received  this 
notice  in  two  ways  : 

First,  Reich  received  the  formal  notice  of  the  motion 
by  Radio  and  RKO  in  the  Nevada  action  for  a  hearing  to 
determine  the  allowance  of  costs,  disbursements  and  attor- 
neys' fees  (R.  209-211),  and  the  order  of  Court  setting  such 
a  hearing  for  April  5,  1954  (R.  212-4).  Receipt  of  this 
notice  is  conceded  (R.  260). 

Secondly,  Reich  also  received  a  letter  from  Kipnis, 
dated  March  8,  1954,  advising  that  the  Castlemans  were 
moving  for  an  award  of  counsel  fees  but  would  not  include 
a  claim  for  Reich.  Kipnis  suggested  that  if  he  believed 
that  his  ** alleged  services  are  compensable,"  he  so  assert 
before  Judge  McNamee  (R.  260-2). 

The  claim,  if  any,  of  the  Castlemans  for  reimbursements 
of  their  expense  for  attorneys  representing  them  obviously 
could  not  be  split  by  letters  passing  between  their  various 
present  or  past  counsel.  This  was  clearly  recognized  by 
the  Nevada  Court  which,  on  the  motion  of  Radio  and  RKO 
and  the  cross  motion  of  the  Castlemans,  awarded  a  sum 
to  the  Castlemans  ''for  all  expenses  for  attorneys  and 
accountants  and  other  disbursements  incident  to  the  prose- 
cution of  this  and  all  other  actions  in  which  Eli  B.  Castle- 
man,  et  al.,  or  any  of  them,  are  plaintiffs  as  stockholders 
of  RKO  Pictures  Corp."  (R.  241),  and  further  ordered 
that  RKO  and  Radio  ''be,  and  they  hereby  are,  released 
and  discharged  from  any  and  all  claims  by  any  plaintiff 
.  .  .  (other  than  the  plaintiffs  herein  ...)...  in  any 
action  purported  to  be  brought  on  [their]  behalf,  where- 
ever  instituted  or  pending,  for  attorneys'  fees  ..."  (R. 
241-2). 

Since  the  Nevada  Court  granted  counsel  fees  to  the 
Castlemans  after  due  notice  to  all  concerned,  that  award 
is  binding  upon  them  in  this  Court  as  it  is  upon  Reich  to 
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the  extent  that  he  claims  by  or  through  them  as  their  at- 
torney.   See  Point  I  A  and  B,  supra. 

There  was  nothing  novel  in  the  Nevada  Court's  action. 
Given  the  requisite  notice  to  all  counsel  of  record  in  all 
pending  suits,  a  single  court  may  make — and  often  has  made 
— a  single  award  to  cover  all  related  actions. 
See,  e.g., 

Waterman  Corp.  v.  Johnston,  122  N.  Y.  S.  2d  695 
(Sup.  Ct.,  N.  Y.,  1953),  fees  allowed  in  New  York 
action  covering  services  in  actions  in  Delaware 
and  Washington,  D.  C. ; 
Perrine  v.  Pennroad  Corp.,  51  A.  2d  327  (Chan. 
Del.,  1947)  aff 'd  64  A.  2d  412  (Del.,  1948),  Dela- 
ware court  approving  settlement  awarded  fees 
also  for  services  in  action  in  Pennsylvania  fed- 
eral court; 
Diamond  v.  Davis,  62  N.  Y.  S.  2d  175  (Sup.  Ct., 
N.  Y.,  1945),  award  in  New  York  state  court  for 
services  in  federal  court  action  which  had  been 
stayed  pending  outcome  of  action ;  and 
Winkleman  v.  General  Motors,  48  F.  Supp.  504 
(S.  D.  N.  Y.,  1942),  award  to  attorney  whose 
other  actions,  one  in  different  court,  were  stayed 
pending  outcome  of  principal  action. 

B.  Nor  may  Reich  base  any  claims  for  fees  upon  his 
representation  of  the  Novembers  in  their  application  to 
intervene  below.  The  motion  (R.  175-181)  was  dated  March 
5,  1954,  almost  one  month  after  February  7,  1954,  the  date 
of  the  Hughes  offer  to  purchase  the  assets  of  RKO. 

It  is  manifest  from  these  dates  that  the  intervention 
motion  could  not  have  had  any  bearing  on  the  Hughes  offer. 

At  the  hearing  before  Judge  McNamee  on  March  22, 
1954,  the  Novembers  appeared  by  their  Nevada  counsel 
(R.  189).  Even  Reich  concedes  on  hearsay  that  Tom 
Foley,  the  Novembers'  Nevada  counsel,  ''was  present  as  an 
observer  in  the  courtroom"  and  also  that  Foley  ''was  in- 
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vited  to  cross-examine"   (R.  258-9).     Judge  McNamee's 
Final  Order  of  April  5,  1954  specifically  finds : 

''That  on  March  22,  1954,  at  the  hearing  on  the 
Motion  to  Dismiss  tliis  action  with  prejudice,  certain 
stockholders  appeared  in  person  or  by  counsel  and 
participated,  or  were  accorded  full  opportunity  to 
participate,  in  this  proceeding;  that  among  such 
stockholders  so  appearing  were  .  .  .  Julius  November 
and  Eleanor  November,  appearing  by  Foley  &  Foley, 
attorneys  of  Las  Vegas,  Nevada"  (R.  236). 

Reich  was  not  openly  active  as  counsel  for  the  Novem- 
bers until  March,  1954,  long  after  the  Hughes  offer  had  been 
made  as  finally  approved  and  accepted,  and  manifestly  his 
activities  in  this  capacity  conferred  no  benefit  on  RKO, 
much  less  on  Radio. 

Counsel  for  a  proposed  intervener  is  but  a  volunteer  and 
has  no  right  to  fees  from  the  corporate  defendant. 

Mann  v.  Superior  Court  of  Los  Angeles  County, 
53  Cal.  App.  2d  272,  127  Pac.  2d  970,  975  (1942). 

See,  also : 

Perrine  v.  Pennroad  Corp.,  51  A.  2d  327,  336  (Del., 
Chan.  Ct.,  1947),  aff'd  64  A.  2d  412  (Del., 
1948) ; 

Ex  parte  Graij,  47  S.  286  (Ala.,  1908) ; 

Hornstein,  Counsel  Fees  in  Stockholders'  De- 
rivative Actions,  39  Col.  L.  R.  784,  803  (1939). 

III. 

No  other  acts  or  omissions  of  the  Court  below  are 
presently  reviewable. 

In  his  Opening  Brief,  Reich  labors  a  variety  of  inter- 
mediate and  interlocutory  dispositions  of  the  many  motions 
and  applications  made  to  Judge  Harrison  at  various  times. 
Under  the  salutary  rule  that  such  actions  and  omissions 
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of  a  lower  court  will  not  warrant  a  reversal  in  the  absence 
of  a  clear  showing  of  prejudice  or  an  abuse  of  discretion, 
this  Court  should  decline  to  entertain  or  review  the  mat- 
ters embraced  in  Points  IV,  V,  VI  and  VII  of  Appellants' 
Opening  Brief. 

CONCLUSION 

For  the  foregoing  reasons  the  final  judgment  of  the 
District  Court,  entered  on  September  27,  1954,  must  be, 
in  all  respects,  affirmed,  with  costs. 

Respectfully  submitted, 

Roy  W.  McDonald 

Guy  Knupp 
Attorneys  for  Appellee 
RKO  Radio  Pictures,  Inc. 

Sidney  P.  Howell,  Jr., 
Of  Counsel. 
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Eli  B.  Castleman,  Marion  V.  Castleman,  Louis  Feuer- 
MAN,  Julius  Novkmbeh,  Eleanor  November,  and  Ber- 
nard Reich, 

Appellants, 

vs. 

Howard  R.  Hughes,  RKO  Pictures  Corporation,  RKO 
Radio  Pictures,  Inc.,  The  Chase  National  Bank  of  the 
City  of  New  York,  Eli  B.  Castleman,  Marion  V. 
Castleman  and  Louis  Feuerman, 

Appellees. 


BRIEF  OF  CASTLEMAN  AND  FEUERMAN  DESIGNATED 
HEREIN  AS  APPELLANTS  AND  AS  APPELLEES 


Statement  of  the  Pleadings  and  of  Facts  Relative 

to  Jurisdiction  of  the  District  Court  and  of  Facts 

Disclosing  That  This  Court  Has  No  Jurisdiction 

to  Review  the  Judgment  in  Question 

On  December  15, 1952  (R.  320)  Eli  B.  Castleman,  Marion 
V.  Castleman  (hereinafter  sometimes,  the  Castlemans)  and 
Louis  Feuerman  commenced  an  action  in  the  Court  below. 

On  August  5,  1954  Hon.  Bon  Harrison,  District  Judge, 
granted  the  motion  of  RKO  Radio  Pictures,  Inc.  to  dismiss 
said  action,  with  prejudice,  in  accordance  with  his  "Memo- 
randum" filed  (said)  day  (R.  355,  356),  and  concurrently 
denied  two  fee  applications  by  Mr.  Reich. 


After  providing  for  a  hearing  on  the  proposed  Final 
Judgment  (R.  uol)  it  was  docketed  on  September  27,  1954 
(R.  360-362). 

Mr.  Reich  prepared,  signed  and  served  a  Notice  of 
Appeal  dated  October  1,  1954  which  was  filed  October  4, 
1954  (R.  362). 

Mr.  Reich  at  the  same  time,  unilaterally  and  extra- 
judicially has  grafted  on  to  the  title  of  the  action  below  the 
names  of  three  persons  as  parties  ''Appellants"  in  addition 
to  the  names  of  the  three  existing  plaintiffs.  These  three 
neiv  ''parties"  are  Julius  and  Eleanor  November  and 
Mr.  Reich  himself.  In  the  body  of  the  Notice  of  Appeal, 
Mr.  Reich  states  over  his  own  signature  (R.  362)  that  said 
three  original  (and  sole  party-)  plaintiffs  <'  *  *  *  hereby 
appeal  *  *  *  from  the  *  *  *  Final  Judgment  entered  in  this 
action  on  September  27,  1954,"  as  do  the  Novembers  and 
he,  himself. 

As  to  the  Castlemans  and  Feuerman,  said  Notice  of 
Appeal  at  the  time  of  its  making,  serving  and  filing  (and 
now)  did  not  reflect  the  truth.  The  Castlemans  and  Feuer- 
man are  not  appealing  from  the  Final  Judgment  below. 

In  his  Opening  Brief,  Mr.  Reich  has  now  "  *  *  *  admitted 
that  the  appeal  herein  tvas  taken  without  the  consent  of  the 
appellants  Castleman  and  Feuerman,  *  *  *".  He,  there- 
fore, no  doubt,  feels  called  upon  to  offer  "some  explanation 
of  why  counsel  has  designated  himself  as  the  attorney  for 
the  appellants,  including  three  ivho  have  not  authorised  him 
to  take  the  appeal"  (Reich  brief,  p.  3)  (italics  supplied). 

With  the  Castlemans  and  Feuerman  out  of  the  appeal 
on  "admitted"  facts;  with  no  true  "party"  to  the  record 
properly  before  this  Court  as  an  aggrieved  appellant,  it  is 
respectfully  submitted  that  this  Court  has  no  jurisdiction 
to  review  the  judgment  in  question. 


Statement  of  the  Case 

Mr.  Reich's  "Concise  Statement  of  the  Case"  as  well 
as  his  "Detailed  Statement  of  the  Case"  are  controverted; 
hence  this  separate  "Statement". 

"This  case  is  one  of  several  shareholders'  derivative 
actions  filed  in  both  state  and  federal  courts  throughout  the 
United  States  involving  alleged  injury  to  the  same  cor- 
poration at  the  hands  of  the  same  corporate  officers".  Thus 
wrote  Judge  Ben  Harrison  in  opening  his  "Memorandum 
Granting  Motion  to  Dismiss"  (R.  356). 

On  a  chronological  basis  there  can  be  no  possible  con- 
tradiction of  the  fact  that  of  their  four  (4)  several  actions 
the  Castlemans  and  Feuerman  had  commenced  their  actions 
first  in  Neiv  York  (R.  97,  100,  154).  (Moreover,  the  inter- 
est of  Messrs.  Kipnis  and  Mittelman  "*  *  *  in  the  RKO 
situation  goes  back  to  a  period  late  in  1949  when  (they) 
were  first  consulted  by  a  client  who  was  dissatisfied  at  the 
way  in  which  Hughes  was  acting  relative  to  RKO".)  In 
any  event,  they  started  suit  in  New  York  on  the  day  after 
the  sale  of  the  Hughes  control-stock  in  September,  1952 
(R.  153).  The  New  York  action  preceded  the  California 
action  by  three  months. 

A  second  New  York  action,  which  also  preceded  the  Cali- 
fornia action,  by  more  than  a  month,  was  commenced  with 
a  concurrent  application  for  the  appointment  of  a  receiver 
of  RKO's  New  York  assets  (R.  153). 

Widespread  publicity  attended  the  receivership  appli- 
cation (R.  153)  at  the  time  of  its  making  and  for  some  time 
thereafter.  Nevertheless,  no  other  actions  by  other  RKO 
shareholders  were  commenced  anywhere  before  April  20th 
(R.  218)  in  California. 

While  the  receivership  application  was  ]3ending,  Mr. 
Kipnis  was  "looking  for  an  RKO  savior"  (R.  155).     He 


wrote  to  the  three  persons  he  thought  might  be  able  to  save 
the  Company;  Charles  Allen  (a  Wall  Street  investment 
banker),  Louis  B.  Mayer  and  Floyd  Odium.  Mr.  Allen  sent 
back  word  that  he  would  "not  touch  RKO  with  a  ten-foot 
pole";  Mr.  Mayer  did  not  even  respond,  but  Mr.  Odium, 
whose  Atlas  Corp.  was  the  largest  RKO  shareholder,  offered 
"to  listen"  (R.  154). 

All  of  this  took  place  before  Mr.  Reich  was  asked  to  act 
as  local  counsel  for  a  "stand-by"  action  (R,  154)  in  Cali- 
fornia. 

At  Mr.  Odium's  invitation,  Mr.  Kipnis  met  with  Mr. 
Slack  (Mr.  Hughes'  lawyer)  at  Indio,  California  (R.  155, 
320).  At  that  time  it  was  still  not  possible  to  obtain  per- 
sonal jurisdiction  over  Mr.  Hughes  in  New  York  (R.  319). 

Mr.  Slack  at  that  meeting  had  stated  that  plaintiffs  were 
free  to  sue  in  any  State,  including  California,  but  added  that 
Mr.  Hughes  would  contest  jurisdiction  if  any  such  action 
were  prosecuted  elsewhere  than  Nevada  (R.  321),  Mr. 
Hughes'  intended  and  then  actual  residence  (R.  155).  There, 
he  would  appear  (R.  155,  321)  if  sued.  No  other  agreement 
of  any  kind  or  nature  was  made  (R.  156). 

An  examination  into  the  facts  by  Mr.  Kipnis  after  the 
Indio  meeting  disclosed  the  following  facts  and  advantage- 
ous factors  in  favor  of  Nevada  as  the  forum  for  the  deriva- 
tive action  (R.  321) : 

1.  It  had  adopted  the  Federal  Rules  of  Civil  Procedure 
with  its  wide  examination  provisions ; 

2.  Jurisdiction  over  the  person  of  Hughes,  the  princi- 
pal, financially  responsible  defendant,  when  obtained, 
would  be  irrevocable ; 

3.  There  was  no  "security-for-costs"  bond  requirement 
(contra  in  New  York  and  in  California) ; 

4.  The  calendar  docket  was  reasonably  current ; 


5.  Avoidance  of  dilatory  contests  as  to  residence,  serv- 
ice, venue,  as  envisaged  in  California,  was  certain 
(R.  293). 

But  first  and  foremost  there  was  established  to  Mr. 
Kipnis'  satisfaction  the  fact  of  Mr.  Hughes'  actuality  of 
residence  in  Nevada  (R.  321). 

The  Nevada  action  was  thereupon  commenced  (R.  322) 
on  December  23,  1952  (R.  184). 

It  received  widespread  publicity  (R.  322)  and  aroused 
the  ire  of  Mr.  Reich  (R.  322),  "who,  apparently,  saw  van- 
ishing from  his  grasp  that  which  he  had  planned  to  take 
for  himself,  to  wit,  control  of  this  action  under  the  belief 
that  this  case  would  necessarily  be  tried  in  this  Court,  in 
consequence  of  which  he  would  expect  more  than  10%" 
(R.  322). 

Upon  being  advised  of  the  commencement  of  the  Nevada 
action,  Mr.  Reich  first  attempted  to  persuade  New  York 
counsel  that  their  judgment  was  bad.  He  importuned  them 
to  make  use  of  allegedly  important  factual  infomiation 
which  he  alone  allegedly  possessed.  He  pleaded  to  he  named 
as  co-counsel  in  Nevada.  He  intimated  that  the  Nevada 
action  could  be  misconstrued.  He  foretold  that  charges  of 
fraud  and  collusion  would  be  made  (R,  322)  but  not  by 
whom  they  were  to  be  made. 

In  the  meantime,  with  jurisdiction  over  Hughes  and  the 
other  defendants  irrevocably  established  in  Nevada,  the 
Castlemans  proceeded  diligently  to  prosecute  said  action 
(R.  225,  323)  there. 

On  the  other  side  of  the  Nevada  boundary  line,  however, 
Mr.  Reich  plotted  his  subversion  of  the  Nevada  litigation. 
Preliminarily,  he  "*  *  *  insisted  ui^on  aUemjiting  to  estab- 
lish that  Hughes  was  a  resident  of  California  rnllier  than 
Nevada  for  no  other  reason  than  that  it  would  possibly 


establish  control  of  the  case  in  his  hands  with  possible  finan- 
cial benefits  to  liimself "  (R.  322).  Mr.  Reich  made  a  first 
attempt  to  serve  Mr.  Hughes  in  the  California  action  three 
months  after  the  commencement  of  the  Nevada  action  and 
its  diligent  prosecution  (R.  46,  138). 

Without  any  notice,  authority  or  warning  and  before 
any  defendant  in  the  California  action  had  taken  any  pro- 
cedural step,  Mr.  Reich  served  notice  to  take  the  deposition 
of  Mr.  Hughes  at  a  time  and  place  in  conflict  with  a  prior 
notice  for  such  examination  served  out  of  the  Nevada  action 
(R.  139,  143;  Stipulation,  R.  37).  This  unauthorized  and 
disruptive  overt  act,  among  others,  by  Mr.  Reich,  led  ulti- 
mately to  his  discharge  on  May  7,  1953  as  local  counsel  for 
the  Castlemans  (R.  322-323,  327). 

Whereas  the  discharge  of  Mr.  Reich  (R.  157)  was  imme- 
diately effective  as  a  matter  of  law,  his  substitution  unfor- 
tunately, could  not  be  immediately  or  simultaneously  imple- 
mented and  because  of  this  lack,  Mr,  Reich  sought  to  justify 
the  vast  volume  of  post-discharge  collateral  activity 
(R.  277),  with  the  Castlemans  as  captive-plaintiffs,  by  his 
own,  self-serving  interpretation  of  the  local  Court  Rules. 
Among  his  post-discharge  activities  were  motions  for  a 
special  master  (R.  91) ;  for  setting  aside  order  quashing 
service  on  Hughes  and  dismissing  action  (R.  134) ;  to  per- 
mit intervention  (R.  175)  and  to  set  aside  notice  to  take 
depositions  of  newspaper  reporters. 

Negotiations  to  substitute  Mr.  Reich  out  of  the  case  were 
initiated  (R.  52)  following  his  suggestion  therefor  (R.  141). 
On  April  16,  forms  of  stipulation  signed  by  all  parties  con- 
cerned (except  Mr.  Reich)  were  dispatched  to  him  for  exe- 
cution (R.  161).    They  were  never  signed  by  Mr.  Reich. 

Mr.  Reich  was  constantly  shifting  his  ground  regarding 
the  nature  of  his  status  in  the  case  by  reasoa  of  his  refusal 
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to  sign  the  stipulation  (already  signed  by  all  the  other  neces- 
sary parties).    For  example: 

"The  fact  is  that  I  am  still  attorney  of  record  mihJ 
have  not  been  effectively  discharged"  (R.  277) ; 

'*I  consider  myself  wrongfully  discharged  and  en- 
titled to  insist  on  a  fixed  fee"  (R.  166) ; 

"True  you  attempt  to  fire  me"  (R,  163) ; 

"  *  *  *  In  the  first  place  they  had  already  discharged 
me  *  *  *"  (R.  277); 

"*  *  *  after  my  so-called  discharge"  (R.  277) ; 

"With   respect   to   the   issue   of   my  wrongful   dis- 
charge" (R.  270); 

"Since  by  wrongfully  discharging  me"  (R.  280). 

(Later  it  was  necessary  to  move  to  enjoin  Mr.  Reich  from 
acting  and  representing  himself  as  alleged  counsel  for  the 
Castlemans  (R.  74,  75)  but  since  the  motion  was  not  acted 
upon,  Mr.  Reich  continued,  without  any  authority,  to 
describe  himself  as  "attorney  for  plaintiffs".) 

Because  two  motions  were  then  pending  and  stipulations 
adjourning  them  were  required  to  be  signed,  Mr.  Reich, 
though  functus  officio  (R.  120),  was  requested  by  New^  York 
counsel  (R.  165)  if  he  were  not  yet  ^^ formally  substituted" 
to  sign  them;  on  the  other  hand,  if  the  substitution  were 
then  effective,  then  new  counsel  was  to  sign  (R,  166).  Said 
new^  counsel  was  the  late  Henry  Herzbrun  (now  succeeded 
by  Messrs.  Silver  and  DeGroot,  his  office  associates 
(R.  323). 

In  addition  to  adjourning  the  proposed  deposition  of 
Mr.  Hughes  and  adjourning  RKO's  motion  for  security  for 
costs,  said  stipulation  of  May  22,  1953  (R.  38)  provided  in 
part,  that : 


ii*  *  *  prosecution  of  this  action  shall  be  stayed 
until  ten  (10)  days  after  the  motion  for  security  for 
expenses  has  been  disposed  of  and  that  the  time  of 
RKO  Radio  Pictures,  Inc.  to  answer  or  move  with 
respect  to  the  complaint  herein  be  and  the  same  is 
hereby  extended  until  ten  (10)  days  after  such  mo- 
tion has  been  disposed  of." 

Every  single  bit  of  work  done  by  Mr.  Reich  after  May  7, 
1953,  when  he  was  fired  for  cause  (R.  327),  described  in  his 
two  fee  applications,  was  self-generated,  voluntary  work 
(R.  335,  339,  378).  Moreover,  it  was  not  only  contrary  to 
the  wishes  and  without  the  approval  of  the  plaintiffs 
(R.  327)  but  also  in  direct  contravention  of  the  stipulation 
of  May  22,  1953  (R.  37-38). 

These  post-discharge  activities  by  Mr.  Reich,  moreover, 
interfered  with  the  effective  and  sustained  pro-secution  of 
Mr.  Hughes  in  the  Nevada  court  first  by  compelling  Messrs. 
Kipnis  and  Mittelman  to  dispel,  with  detailed  documenta- 
tion, the  aura  of  suspicion  cast  over  the  case  by  Mr.  Reich 
and  by  diverting  their  efforts  with  side  issues  calculated  to 
bring  newspaper  publicity  to  Mr.  Reich  (Reich  motions, 
passim,  R.  330). 

In  still  another  way  the  activities  of  Mr.  Reich  served 
also  to  delay  the  Nevada  case  in  that  the  publicity  which 
Mr,  Reich  sought  and  obtained  for  his  post-discharge  activi- 
ties stimulated  a  transcontinental  competitive  action  in 
New  York  out  of  which  the  delay  originated  (R.  187,  224). 
Despite  the  handicaps  interposed  by  Mr.  Reich,  Messrs. 
Kipnis  and  Mittelman  were  able  nevertheless  to  bring  the 
Neveda  case  to  the  point  of  imminence  of  trial  with  a  rec- 
ord of  pre-trial  discovery,  inspection  and  examination  of 
a  most  intensive  and  extensive  nature  (R.  224).  I 

On  the  eve  of  trial  and  without  any  notice  or  knowledge 
by  anyone  of  Mr.  Hughes'  intention,  he  made  an  offer  ''  *  *  * 
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to  purchase  from  RKO  Pictures  Corporation  all  of  its  assets 
as  of  the  date  of  transfer  to  mo,  including  any  and  alL 
claims  or  causes  of  action  of  every  kind  or  character  against 
or  which  might  be  asserted  against,  any  person  or  persons, 
including  me"  (R.  19.5,  824). 

Certain  conditions  were  attached  to  the  olfer  (R.  188, 
196). 

On  February  11,  1954,  Mr.  Hughes  moved  in  the  Nevada 
action  '**  *  *  to  dismiss  with  prejudice  the  action  against 
all  defendants  *  *  *"  (R.  188,  200).  On  the  same  day,  the 
Nevada  Court  fixed  j\Larch  22,  1954  as  the  date  for  hearing 
said  motion  and  directed  RKO  to  give  notice  thereof  to  each 
of  its  stockholders  by  mailing  a  copy  thereof  to  each  such 
stockholder  with  a  proxy  statement  (required  by  the  U.  S. 
Securities  and  Exchange  Commission)  relating  to  the 
Special  Meeting  of  stockholders  scheduled  for  March  18th 
for  the  purpose  of  acting  upon  Mr.  Hughes'  aforesaid  otfer 
(R.  189,  202),  which  RKO  did. 

(But  on  February  16,  1954  other  alleged  shareholders 
of  RKO  Pictures  Corp.  sued  in  the  Chancery  Court  of  Dela- 
ware for  an  injunction  against  proceeding  with  the  sale  of 
its  assets  to  Mr.  Hughes  because  the  offer  was  **  grossly 
inadequate"  (R.  193).  A  trial  was  had  resulting  in  a  judg- 
ment on  the  merits  in  favor  of  RKO  and  certified  copies  of 
the  relevant  documents  were  submitted  to  the  Court  below 
(R.  194).) 

The  point  had  been  raised  in  Delaware  that  Mr.  Hughes' 
purchase  of  RKO's  assets  encompassed  the  so-called 
"waste"  actions.  The  Chancellor  took  cognizance  thereof 
but  disposed  of  it  thus : 

<i*  #  #  Conceding  that  Hughes,  by  his  offer,  will  by- 
pass the  impending  derivative  waste  actions  against 
him,  that  consequence  does  not  condemn  the  trans- 
action.    It   is  not  uncommon  foi-  corpoiato   oxecu- 
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tives  to  attempt  to  clean  the  litigation  slate  in  one 
fell  swoop  in  order  to  be  done  Avith  it."  Schiff  v. 
RKO  Pictures  Corporation,  104  A.  2d  267,  at  281 
(1954). 

On  the  return  day  of  the  motion  in  Nevada  to  dismiss 
said  action  with  prejudice,  the  parties  plaintiff  and  defend- 
ant and  counsel  for  Julius  and  Eleanor  November  and  others 
not  identified  (R.  189)  appeared  and  participated  at  the 
hearing. 

The  Castleman  plaintiffs  had,  in  the  meantime,  cross- 
moved  for  an  order  assessing  upon  RKO  Pictures  Corpora- 
tion and  RKO  Radio  Pictures,  Inc.  their  reasonable  ex- 
penses (including  attorneys'  fees  and  accountant's  fees), 
incurred  in  the  prosecution  of  the  claims  and  causes  of 
action  encompassed  among  the  assets  contemplated  to  be 
sold  by  said  corporations  to  Mr.  Hughes,  as  a  condition  to 
the  approval,  by  the  Nevada  Court,  under  Rule  23  (c)  of 
Mr.  Hughes'  motion  to  dismiss  the  action  with  prejudice 
(R.  190,  213). 

Before  considering  the  cross-motion  of  the  Castlemans, 
however,  the  Nevada  Court  adjourned  the  same  and  required 
of  RKO  (R.  213)  that  notice  be  given  to  all  plaintiffs  in  all 
representative  and  derivative  actions,  ivherever  pending, 
purporting  to  be  brought  on  behalf  of  RKO  or  its  stock- 
holders, by  notice  to  all  counsel  who  have  appeared  for  any 
such  stockholders,  directing  such  plaintiffs  to  show  before 
the  Nevada  Court  on  April  5,  1954,  any  claims  they  may 
have  for  reimbursement  of  expenses,  if  any,  including  attor- 
neys'  fees,  if  any,  incident  to  any  such  action  (R.  194). 

Mr.  Reich  had  previously  communicated  with  the  Nevada 
Court  (R.  99)  having  sent  to  it  copies  of  affidavits  and 
other  documents  calling  for  an  investigation  of  "the  cir- 
cumstances surrounding  the  submission  by  the  parties  to  the 
jurisdiction  of  your  Court"  (R.  104).     Other  communica- 
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lions  by  Mr.  Keicli  to  the  Nevada  Court  raised  other  points 
wiiich  were  critical  of  the  parties  (K.  108,  ll.j)  and  the 
action. 

When,  on  March  30,  1954  (R.  214)  Hon.  Frank  McNamee, 
Nevada  Distiict  Judge,  made  his  Findings  of  Fact  and  Con- 
clusions of  Law,  lie  adverted  to  those  very  matters.  In 
Paragraph  38  (R.  223)  the  Court  recorded  that  the  charges 
of  "collusion",  lack  of  "truly  adversary"  proceedings  and 
"inadequate"  representation  "have  been  specifically  denied 
by  everyone  whose  activities  have  been  impugned  thereby" 
and  that  he  had  reviewed  the  material  at  hand.  Paragraph 
39  (R.  225)  found  as  a  fact  and  concluded  as  a  matter  of  law 
"that  this  (Nevada)  Court's  jurisdiction  is  not  a  product 
of  collusion  of  any  type;  that  Howard  B.  Hughes  resides 
and  is  domiciled  in  Nevada;  that  this  action  is,  and  Jias  been 
conducted  as  a  truly  adversary  proceeding ;  that  plaintiffs 
have  prosecuted  this  action  diligently;  that  the  stockholders 
of  RKO  have  been  fully  and  adequately  represented  by 
plaintiffs;  and  that  the  judgment  dismissing  this  action  ivith 
prejudice  is  binding  upon  all  other  stockholders  of  RKO" 
(R.  225).    (Emphasis  supplied.) 

Thereupon,  the  Nevada  Court,  on  April  1,  1954,  entered 
its  Final  Judgment  dismissing  the  Castleman-Nevada  action 
with  prejudice  (R.  193). 

Jurisdiction  was  reserved  for  the  purpose  of  determin- 
ing and  allocating  all  fees  and  costs  (R.  193).  Notice,  as 
directed  to  be  given  by  the  Nevada  Court  to  all  plaintiffs, 
by  notice  to  all  counsel  who  had  appeared  for  any  such 
stockholders  was  so  given  by  RKO.  The  "notice"  to  all 
counsel  included  Mr.  Reich  and,  in  addition,  Mr.  Kipnis 
gave  Mr.  Reich  separate  individual  notice  (R.  325). 

On  April  5,  1954,  a  Final  Ordei-  allocating  fees  was 
made.     Paragraph  10  thereof  (R.  239)  recites  that: 

"*  *  *  there  has  been  no  showing  ])y  any  stockliolder 
{other  than  plaintiffs  herein)  or  any  attorneys  [other 
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than  attorneys  for  plaintiffs  herein)  that  any  such 
stockholder  or  attorney  has  conferred  any  benefit  on 
RKO  Pictures  Corporation  or  liKO  Radio  Pictures, 
Inc.,  or  contributed  in  any  degree  to  any  such  benefit, 
by  reason  of  the  various  stockholders'  derivative  and 
representative  actions  elsewhere  instituted ;  *  *  *  and 
there  has  been  no  showing  that  any  stockholder, 
attorney  or  other  person  is  entitled  to  recover  any 
amount  from  the  sum  now  within  the  jurisdiction  of 
this  Court."   (emphasis  supplied.) 

There  is  no  question  at  all  that  in  sufficient  time  before 
April  5, 1954  Mr.  Reich  did  in  fact  receive  (R.  260)  not  only 
the  Court  notice  as  to  the  fee  hearings,  from  RKO  but  also 
the  specific  notice  from  Mr.  Kipnis  (R.  325).  To  use  his 
words  (R.  259)  "The  fact  is  that  I  received  a  notice  of  mo- 
tion inviting  me  to  come  to  Las  Vegas  and  make  application 
for  fees."  He  refused  to  be  "lured"  (R.  251)  into  Las 
Vegas  on  the  issue  of  counsel  fees. 

Following  the  entry  of  Final  Judgment  in  the  Castleman- 
Nevada  action,  defendant  RKO  Radio  Pictures,  Inc.  moved 
to  dismiss  the  California  action,  with  prejudice  (R.  184). 
Said  motion  was  supported  by  an  affidavit  from  Mr.  Roy 
W.  McDonald  (R.  186).  The  thrust  of  the  motion  and  sup- 
porting affidavit  was  that :  "5.  The  final  order  of  dismissal 
with  prejudice  duly  entered  by  the  Nevada  Court  on  April 
1,  1954,  bars  any  further  prosecution  of  this  action" 
(R.  185). 

In  addition  to  Mr.  McDonald 's  affidavit  the  Court  below 
also  had  before  it  certified  copies  of  the  proceedings  in  the 
Nevada  and  Delaware  actions  (R.  185,  194). 

Said  motion  to  dismiss  the  California  action  with  preju- 
dice came  on  to  be  heard  on  July  12,  1954,  at  which  time 
Mr.  Reich  opposed  the  same,  presented  other  motions  for 
consideration  plus  two  motions  for  fees  for  himself  (R.  351- 
352). 
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On  August  5,  1954,  lion.  J3eii  Ilanisou  filed  his  "Memo- 
randum  Granting  Motion  to  Dismiss"  (K.  356-357)  which 
incorporated  a  denial  of  Mr.  Reich's  two  fee  applications, 
and  on  September  27th  made  and  entered  a  final  judgment 
(R.  360-3G1). 

On  October  4,  1954,  Mr.  Reich  filed  the  notice  of  appeal 
(R.  362)  herein. 

Preliminary  Discussion  with  Respect  to  the 

Use  of  Words  of  Art  in  the  Brief  of  the 

Castlemans  and  Feuerman 

In  his  Opening  Brief  Mr.  Reich  has  employed  words  of 
art,  having  fixed  meanings,  but  he  has  used  them  without 
that  degree  of  precision  which  would  permit  the  use  of  the 
same  words  of  art  by  the  Castlemans  and  Feuerman  with- 
out the  preliminary  clarification  which  follows. 

It  is  with  all  due  deference  to  this  Honorable  Court  that 
its  time  is  presumed  upon  to  discuss  legal  expressions  but 
unless  it  is  done  the  risk  is  run  of  not  communicating  to  this 
Court  the  ideas  which  only  ivords  can  convey. 

For  example,  Mr.  Reich  has  referred  to  "class  actions" 
without  differentiating  them  in  accordance  with  the  dis- 
tinctions contained  in  Rule  23  of  the  Federal  Rules  of 
Civil  Procedure;  he  has  interchangeably  employed  the 
descriptive  words  "representative"  and  "derivative" 
insofar  as  actions  by  security  holders  are  concerned;  he 
has  failed  to  distinguish  between  "direct"  and  "indirect" 
attacks  on  judgments;  between  intervention  as  a  matter 
of  right  and  as  a  matter  of  discretion ;  he  has  failed  to  dis- 
tinguish between  "corporate  rights"  and  "individual 
rights"  in  the  relation  between  a  stockholder  and  his  cor- 
poration, and,  he  has  not  indicated  a  recognition  of  the 
areas  of  judicial  discretion  without  which  only  a  mechan- 
istic approach  to  the  judicial  process  would  be  available. 
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nor  has  he  made  clear  his  use  of  the  word  ''jurisdiction", 
"collusion''  and  ''defense".  In  order  to  keep  this  brief 
within  reasonable  limits,  there  shall  be  submitted  one  cita- 
tion, whenever  possible,  for  each  term  used  by  the  Castle- 
mans  and  Feuerman  in  order  to  indicate  to  this  Court  the 
sense  in  which  it  is  being  used  herein. 

Stockholder  Actions:    Representative  and  Derivative. 

In  Koster  v.  Lumberman's  Mutual  Casualty  Co.,  330 
U.  S.  518,  91  L.  ed.  1067  (1947),  these  actions  have  been 
described  as : 

"  *  *  *  an  invention  of  equity  to  supply  the  want  of 
an  adequate  remedy  at  law  to  redress  breaches  of 
fiduciary  duty  by  corporate  managers.  Usually  the 
wrongdoing  officers  also  possess  the  control  which 
enables  them  to  suppress  any  effort  by  the  corporate 
entity  to  remedy  such  wrongs.  Equity  therefore 
traditionally  entertains  the  derivative  or  secondary 
action  by  which  a  single  stockholder  may  sue  in  the 
corporation's  right  when  he  shows  that  the  corpora- 
tion on  proper  demand  has  refused  to  pursue  a  rem- 
edy, or  shows  facts  that  demonstrate  the  futility  of 
such  a  request  *  *  * 

"T/ie  cause  of  action  which  such  a  plaintiff  brings 
before  the  court  is  not  his  own  but  the  corporation's. 
It  is  the  real  party  in  interest  and  he  is  allowed  to 
act  in  protection  of  its  interest  somewhat  as  a  'next 
friend'  might  do  for  an  individual,  because  it  is 
disabled  from  protecting  itself."  (emphasis  sup- 
plied.) 

And  in  Schreiber  v.  Butte  Cooper  S  Zinc  Co.,  98  F. 
Supp.  106  (1951),  the  distinction  was  pointed  up  and  fur- 
ther refined.     At  page  113  Judge  AVeinfeld  wrote: 

"An  action  may  be  said  to  be  representative  when 
it  is  l)ased  upon  a  primary  or  personal  right  belong- 
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ing  to  the  plaintiff -stockholder  and  those  of  his  class. 
It  is  derivative  when  the  action  is  Ijased  upon  a  pri- 
mary/ right  of  the  corporation  but  which  is  asserted 
on  its  behalf  by  the  stockholder  because  of  the  coi-- 
poration's  failure,  deliberate  or  otherwise,  to  act 
upon  the  primary  right.  'The  cause  of  action  which 
such  a  plaintiff  brings  before  the  court  is  not  his 
own  but  the  corporations.  It  is  the  real  party  in 
interest  *  *  * '.  Thus,  we  must  determine  whether 
the  right  of  action  exists  in  the  plaintiff — as  a  pri- 
mary right — or  whether  it  is  derived  from  the  cor- 
poration or  secondarily  because  of  its  failure  to 
act.  *  *  *  "  (emphasis  supplied.) 

Class  Actions  and  Rule  23. 

Judge  Weinf eld's  exegesis  in  Schreiber,  supra,  is  a  clear 
recognition  of  the  various  types  of  class  actions  referred 
to  in  Rule  23.  The  Rule  speaks  of  "the  character  of  the 
right  sought  to  be  enforced".  The  disjunctive  **or"  is 
referred  to  in  subdivision  (a)(1)  thus: 

"joint,  or  common,  or  secondary  in  the  sense  that 
the  owner  of  a  primary  right  refuses  to  enforce  that 


right 


*  *  *  >  > 


Since  we  are  concerned  heie  with  a  stockholder's  action 
the  "secondary"  type  of  action  above-referred  to  is  mate- 
rial. Which  in  turn  calls  into  play  subdivision  (b)  relating 
to  "Secondary  Actions  by  Shareholders".  Historically 
this  is  Equity  Rule  27  with  modifications  and  is  expressive 
of  the  holding  in  Hawes  v.  Oakland,  104  U.  S.  450  (1882), 
and  former  Equity  Rule  94. 

Subdivision  (c)  of  Rule  23  deals  with  "Dismissal  or 
Compromise". 

Rule  23  (c)  is  expressly  stated  to  be  an  exception  to 
Federal  Rule   41  (a),   which   provides   for   voluntary   dis- 
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missal  of  suits  simply  by  the  filing  of  a  stipulation  of  dis- 
missal and  without  requiring  an  order  of  court.  A  plain- 
tiff in  a  stockholder's  suit,  however,  while  he  has  the  right 
to  institute  the  action  and  control  over  its  prosecution, 
being  a  class  action,  he  cannot  prejudice  the  rights  of  the 
class  which  he  assumes  to  represent  by  filing  a  stipulation 
to  dismiss. 

The  notes  of  the  United  States  Supreme  Court's  Advi- 
sory Committee  on  Rules  for  Civil  Procedure  make  express 
reference  to  McLaughlin,  "Capacity  of  Plaintiff-Stock- 
holder to  Terminate  a  Stockholder's  Suit,"  46  Yale  Law 
Journal  421  (1936).  This  article,  oft-quoted  and  frequently 
used  as  authority,  explains  the  reasons  for  restricting  the 
suing  stockholder's  right  to  'terminate"  a  derivative 
action. 

Professor  McLaughlin  states  {id.,  p.  426) : 

"Generally  speaking  a  stockholder-plaintiff  can 
prejudice  the  cause  of  action  in  two  ways :  one  by 
discontinuing  the  suit,  and  second  by  compromising 
the  suit  and  obtaining  the  entry  of  a  consent  judg- 
ment. The  discontinuance  may  result  in  the  sur- 
render of  an  advantage  already  gained  in  the  liti- 
gation, or  even  if  ostensibly  effected  without  preju- 
dice may  subject  the  cause  of  action  to  the  statute 
of  limitations.  Compromising  a  suit  and  entering  a 
consent  judgment,  in  the  absence  of  a  showing  of 
fraud  or  collusion,  destroys  a  right  of  action." 

This  direct  reference  by  the  Committee  points  inesca- 
pably to  the  conclusion  that  Rule  23  (c)  uses  the  words 
"dismissed  or  compromised"  solely  in  the  sense  of  ter- 
niinafing  the  action.  Since  the  rule  peremptorily  requires 
court  approval  before  such  an  action  can  be  dismissed,  its 
purpose  is  completely  served  by  the  control  of  the  Court 
over  the  attempt  unilaterally  to  dismiss. 
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A  iiuiiibci'  of  cases  liavc  been  decided  by  t}ie  Federal 
Courts  ill  which  it  is  recognized  that  the  purpose  and  intent 
of  Rule  23  (c)  is  to  prevent  a  termination  of  a  class  action 
which  would  affect  the  interests  of  other  members  of  the 
class  without  the  safeguards  of  judicial  examination  and 
approval. 

In  Winkelman  v.  General  Motors  Corporation  (D.  C, 
S.  D.  N.  Y.  1942),  48  F.  Supp.  490,  493,  the  Court  said: 

*'In  other  words,  the  rule  was  adopted  to  secure  not 
routine  approval  of  a  consent  decree,  but  in  order 
to  insure  supervision  of  the  court  for  the  protection 
of  the  corporation  and  all  the  stockholders.  Cf. 
McLaughlin,  op.  cit.  supra." 

To  the  same  eifect,  see  also: 

Malcolm  v.  Cities  Service  Co.  (D.  C.  Del.),  2  F.  R. 

D.  405,  407; 
Craftsman   Finance   <&   Mortgage    Co.    v.    Brown 

(D.  C,  S.  D.  N.  Y.  1945),  64  F.  Supp.  168,  177 ; 
Webster  Eisenlohr,  Inc.  v.  Kalodner,  145  F.  2d  316 

(C.  C.  A.  3  1944),  cert.  den.  325  U.  S.  867; 
Pelelas  v.  Caterpillar  Tractor  Co.,  113  F.  2d  629 

(C.  C.  A.  7  1940),  cert.  den.  311  U.  S.  700. 

In  the  exercise  of  its  power  to  enter  an  order  dismiss- 
ing an  action  with  prejudice  upon  a  speaking  motion,  the 
Court,  to  effectuate  the  purpose  of  the  rule,  will  scrutinize 
it  with  great  care.  In  this  task  the  Court  will  apply,  of 
course,  appropriate  principles  of  substantive  law. 

Judicial  Discretion. 

In  the  Ninth  Circuit  there  is  available  a  relatively  short 
and  clear  exposition  of  what  is  meant  by  (judicial)  discre- 
tion. In  Deino  v.  Market,  St.  Eway  Co.,  124  F.  2  965  (1942), 
the  Court  defined  the  term,  at  page  967,  thus: 
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''In  a  second  sense,  and  the  one  most  commonly 
meant  in  llie  use  of  the  word  in  the  law,  'discretion' 
is  defined  as :  '  The  power  exercised  by  courts  to 
determine  questions  to  which  no  strict  rule  of  law 
is  applicable  but  which,  from  their  nature,  and  the 
circumstances  of  the  case,  are  controlled  by  the  per- 
sonal judgment  of  the  Court'.  1  Bouv.  Law^  Diet., 
Rawles'  Third  Revision  p.  884.  Judicial  action — 
discretionary  in  that  sense — is  said  to  be  final  and 
cannot  be  set  aside  on  appeal  except  when  there  is 
an  abuse  of  discretion.  A  common  example  is  a 
court's  ruling  on  the  extent  of  cross-examination. 
Alford  V.  United  States,  282  U.  S.  687,  694,  51  S.  Ct. 
218,  75  L.  ed.  624.  Discretion  in  this  sense,  is  abused 
when  the  judicial  action  is  arbitrary,  fanciful  or  un- 
reasonable, which  is  another  ivay  of  saying  that  dis- 
cretion is  abused  only  where  no  reasonable  man 
ivould  take  the  view  adopted  by  the  trial  court.  If 
reasonable  men  could  differ  as  to  the  propriety  of 
the  action  taken  by  the  trial  court,  then  it  cannot  be 
said  that  the  trial  court  abused  its  discretion." 
(emphasis  supplied.) 

Intervention. 

Rule  24  R.  F.  C.  P.  is  not  a  self-executing  rule.  Whether 
intervention  is  sought  as  a  matter  of  right  (subdiv.  a)  or 
by  permission  (subdiv.  b)  a  specific  procedure  is  provided 
for  by  said  Rule  (subdiv.  c).  A  motion  is  necessary; 
grounds  therefor  shall  be  stated;  a  pleading  shall  accom- 
pany the  motion. 

While  there  is  some  inter-circuit  conflict  on  appeal- 
ability from  intervention  orders  there  is  none  on  the  pro- 
posed intervener's  requirement  to  comply  with  Rule  24 
prior  to  favorable  judicial  action  thereon.  Tachna  v.  Insur- 
ansliares  Corp.  of  Delaware,  25  F.  Supp.  541,  at  542,  held 
"there  is  here  no  absolute  right  of  intervention." 
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In  one  of  the  series  of  Mullins  cases  the  matter  of  inter- 
vention was  discussed  broadly  in  Mullins  v.  DeSoto  Securi- 
ties Co.,  2  F.  R.  D.  502,  where  at  page  508  the  Court  wrote : 

"Frankly,  in  the  exercise  of  our  delegated  discre- 
tion, even  if  there  were  grounds  foi-  an  intervention 
of  right,  we  do  not  believe  the  motion  to  intervene 
is  'upon  timely  application'.  'Courts  are  unanimous 
in  requiring  prompt  action  on  the  part  of  an  inter- 
venor  who  seeks  to  assert  rights  in  a  suit  to  which 
he  is  not  a  party.'  United  States  v.  Columbia  Gas 
&  Electric  Corporation,  D.  C,  27  F.  Supp.  116,  119. 
'The  rule  is  silent  as  to  what  constitutes  timely 
application  and  the  question  must  therefore  be  an- 
swered in  each  case  by  the  exercise  of  sound  discre- 
tion by  a  trial  court.'  Simms  v.  Andrews,  10  Cir., 
118  F.  2d  803,  806.  See,  also,  Tachna  v.  Insuranshares 
Corporation  of  Delaware,  D.  C,  25  F.  Supp.  541 ; 
White  V.  Hanson,  10  Cir.,  126  F.  2d  559;  American 
Brake  Shoe  &  Foundry  Co.  v.  Interborough  R.  T. 
Co.,  2  Cir.,  112  F.  2d  559. 

"We  cannot  grant  the  intervention  of  right,  and  it 
is  denied." 

In  Bernstein  v.  N.  V.  Nederlandsche-Amerikanische 
Stoomvaartmatchappij,  etc.,  76  F.  Supp.  335,  Judge  Ryan 
at  349  wrote : 

"To  permit  permissive  intervention,  even  though  a 
common  question  of  law  and  act  is  ])resented,  the 
intervenor  must  present  'a  claim  in  addition  to  the 
issues  of  the  main  suit.'  Per  Conger,  J.  in  Kind  v. 
Markham,  D.  C,  7  F.  R.  D.  265,  266." 

In  Bachrach  v.  General  Inv.  Corporation,  29  F.  Supp. 

i^iiij,  at  page  968,  we  have  iiioro  judicial  expression  confirm- 
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ing  that  intervention  is  not  only  not  had  for  the  mere  ask- 
ing but  requires  timely,  affirmative  and  correct  conduct  and 
procedure. 

"The  decisions  cited  by  the  applicants  with  re- 
gard to  the  necessity  of  demand  as  a  condition  prece- 
dent to  intervention  are  state  court  decisions.  In 
the  federal  courts,  the  rules  governing  stockholders 
actions  and  intervention  differ  from  similar  actions 
in  the  state  courts.  I  think  it  is  properly  urged  that 
under  our  decisions  and  under  the  new  Federal 
Rules  of  Civil  Procedure,  not  only  is  a  demand  neces- 
sary prior  to  intervention  with  the  same  force  as 
if  the  intervention  was  an  independent  suit,  but 
under  the  present  rules  the  application  to  intervene 
is  defective  if  unaccompanied  by  a  proposed  plead- 
ing. Such  proposed  pleading  is  absent  in  the  in- 
stant case. 

So  upon  these  grounds  and  upon  the  undue  delay 
in  making  this  application  short  of  the  trial  itself 
which  is  scheduled  for  October  of  this  year,  the 
court  is  constrained  to  deny  the  application  as  a 
matter  of  discretion." 

Jurisdiction — Collusion :    Forum — Venue. 

In  Nierbo  v.  Bethlehem  Shipbuilding  Corp.,  308  U.  S. 
165,  84  L.  ed.  167  (1939),  Mr.  Justice  Frankfurter,  writing 
for  the  Court,  at  page  170,  said: 

"The  jurisdiction  of  the  federal  courts — their  power 
to  adjudicate — is  a  grant  of  authority  to  them  by 
Congress  and  thus  beyond  the  scope  of  the  litigants 
to  confer.  But  the  locality  of  a  lawsuit — the  place 
where  judicial  authority  may  be  exercised — though 
defined  by  legislation  relates  to  the  convenience  of 
litigants  and  as  such  is  subject  to  their  disposition." 
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ill  Kentucky  Natural  (ias  Corijordtion  v,  Dugfjin.s,  165  F. 
2d  lull,  1014,  the  Court  touched  upon  each  of  the  words-of- 
art  of  this  subdivision  thus: 

''Before  discussing  what  we  consider  the  real 
issue  in  the  case,  we  may  state  Uiat  we  do  not  agree 
with  one  of  the  contentions  of  appellants  that  the 
District  Court  lacked  jurisdiction  because  of  collu- 
sion between  the  plaintiff  and  intervening  petition- 
ers below  in  seeking  jurisdiction.  The  refusal  of 
the  plaintiff's  atloraey  to  represent  any  of  the  heirs 
of  Delia  Spencer  except  the  plaintiff,  C.  H.  Dug- 
gins,  in  order  to  be  able  to  bring  his  action  in  the 
Federal  District  Court,  if  such  is  the  case,  is  not 
collusion  as  the  term  is  generally  used  and  under- 
stood. The  plaintiff  had  the  right  to  prefer  to  take 
his  litigation  into  the  Federal  Court,  instead  of  pro- 
ceeding in  one  of  the  courts  of  the  State,  if  the  facts 
were  not  feigned  or  made  merely  colorable  for  that 
purpose.  Nor  does  the  fact  that  the  other  heirs 
intervened  later  through  a  different  attorney,  as 
they  had  a  legal  right  to  do,  make  the  combined 
attack  an  improper  one.  The  Court  will  not  inquire 
into  a  litigant's  motives  when  deciding  concerning 
its  jurisdiction,  provided  no  improper  act  is  done 
in  order  to  confer  jurisdiction.  He  Metropolitan 
Railway  Receivership,  208  U.  S.  90,  110,  111,  28  S.  Ct. 
219,  52  L.  Ed.  MYA ;  Black  &  White  Taxicab  Co.,  v. 
Brown  &  Hollow  Taxicab  (^o.,  276  U.  S.  518,  524, 
525,  48  S.  Ct.  404,  72  L.  Ed.  681,  57  A.  L.  R.  426. 
Such  intei'veiitioii  may  defeat  jurisdiction  on  other 
grounds,  as  licreinal'ter  jjointcd  out,  but  not  lii'cause 
of  collusion." 

In  the  State  courts  the  rule  is  similar.     For  example, 
in  a  recent   New  York  ease,  /•.'.  li.  Lalhain  ((•  Co.  v.  Ma  if- 
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flower  Industries,  Inc.,  278  App.  Div.  90,  103  N.  Y.  2d  279, 
it  was  held  at  2d2-283  of  the  Supp.  Rep. : 

"Aside  from  the  fact  that  plaintiff  is  asking  our 
court  to  enjoin  Mayflower,  a  New  Jersey  corpora- 
tion, and  Morris  S.  Segal,  a  New  Jersey  resident, 
from  prosecuting  in  the  New  Jersey  court  an  action 
against  Thor,  an  Illinois  corporation  qualified  to  do 
business  in  New  Jersey,  and  Teldisco,  Inc.,  a  New 
Jersey  corporation,  a  suit  in  which  plaintiff  is  not 
a  litigant,  we  think  that  the  complaint  insofar  as  it 
seeks  injunctive  relief  is  insufficient.  There  is  no 
allegation  in  the  pleading  that  the  New  Jersey  action 
was  instituted  in  bad  faith  or  that  it  was  motivated 
by  fraud  or  in  an  attempt  to  evade  the  law  or  public 
policy  of  this  state.  I'he  mere  averment  that  appel- 
lants conspired  to  have  Mayfloiver  bring  the  action 
in  New  Jersey  does  not  suggest  any  wrongful  pur- 
pose." (emphasis  supplied.) 

In  Paramount  Pictures  v.  Blumenthal,  256  App.  Div. 
756,  11  N.  Y.  Supp.  2d  768,  the  Court  at  page  771  said : 

"A  litigant  may  select  the  forum  in  which  to  ask 
for  relief.  The  motive  for  such  selection  is  not  ordi- 
narily open  to  scrutiny.  The  litigant  may  believe 
that  he  will  be  enabled  to  secure  some  advantage 
which  he  would  not  have  if  he  brought  his  suit  in 
the  forum  of  his  adversary,  and  this  alone  is  not 
a  ground  for  interfering  with  the  generally  recog- 
nized right  to  sue  in  any  court  having  jurisdiction 
of  the  cause  of  action  and  competent  to  afford 
relief. ' ' 

In  Re  Metropolitan  Street  Railway  Receivership,  208 
IJ.  S.  90  (1908),  complainants  and  defendants  had  arranged 
that  suit  should  be  brought  in  the  Federal  Court  and  that 
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the  averinents  ol'  the  bill  should  be  admitted  by  the  answer. 
The  Court  held  (p.  110) : 

*^In  this  case  we  can  find  no  evidence  of  collu- 
sion, and  the  Circuit  Court  found  there  was  none. 
It  does  appear  that  the  parties  to  the  suit  desired 
that  the  administration  of  the  railway  affairs  should 
be  taken  in  hand  by  the  Circuit  Court  of  the  United 
States,  and  to  that  end,  when  the  suit  was  brought, 
the  defendant  admitted  the  avei'ments  in  the  bill 
and  united  in  the  request  for  the  appointment  of 
receivers.  This  fact  is  stated  by  the  Circuit  Judge ; 
but  there  is  no  claim  made  that  the  averments  in  the 
bill  were  untrue,  or  that  the  debts,  named  in  the  bill 
as  owing  to  the  complainants,  did  not  in  fact  exist ; 
nor  is  there  any  question  made  as  to  the  citizenship 
of  the  complainants,  and  there  is  not  the  slightest 
evidence  of  any  fraud  practiced  for  the  purpose  of 
thereby  creating  a  case  to  give  jurisdiction  to  the 
Federal  court.  That  the  parties  preferred  to  take 
the  subject  matter  of  the  litigation  into  the  Federal 
courts,  instead  of  proceeding  in  one  of  the  courts  of 
the  State,  is  not  wrongful.  So  long  as  no  improper 
act  was  done  by  which  the  jurisdiction  of  the  Federal 
court  attached,  the  motive  for  bringing  the  suit 
there  is  unimportant.  Dickerman  v.  Northern  Trust 
Co.,  176  U.  S.  181,  190;  South  Dakota  v.  North  Caro- 
lina, 192  U.  S.  286,  311 ;  Blair  v.  City  of  Chicago,  201 
U.  S.  400,  448;  Smithers  v.  Smith,  204  U.  S.  632, 
644." 

Moot  Cases;  Academic  Questions. 

*****  It  is  elementary  that  the  Court  is  not  bound 
to  determine  questions  which  have  become  aca- 
demic." Ford  Motor  Co.  v.  National  Labor  Eela- 
tions  Board,  305  U.  S.  364,  83  L.  ed.  221  (1939). 
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And  in  United  States  v.  Alaska  S\  S.  Co.,  253  U.  S.  113, 
the  Supreme  Court  held,  at  page  116: 

"  *  *  ♦  Where  by  an  act  of  the  parties,  or  a  subse- 
quent law,  the  existing  controversy  has  come  to  an 
end,  the  case  becomes  moot  and  should  be  treated  ac- 


cordingly 


*  *  *  > ' 


In  a  per  curiam  decision  the  Supreme  Court  of  the 
United  States,  in  St.  Pierre  v.  United  States,  319  U.  S.  41 
at  page  42  held: 

*****  We  are  of  the  opinion  that  the  case  is  moot 
because,  after  petitioner's  service  of  his  sentence 
and  its  expiration,  there  was  no  longer  a  subject 
matter  on  which  the  judgment  of  this  court  could 
operate.  A  federal  court  is  without  power  to  decide 
moot  questions  or  give  advisory  opinions  which  can- 
not atfect  the  rights  of  the  litigants  in  the  case  be- 
fore it.  United  States  v.  Alaska  S.  S.  Co.,  253  U.  S. 
113,  115-16  and  at  cases  cited ;  United  States  v.  Ham- 
burg-American Co.,  239  U.  S.  466,  475-77.  *  *  *  " 

No  matter  how  a  Court  learns  of  an  action's  mootness 
it  becomes  its  duty  to  ascertain  the  facts  in  its  own  interest 
as  well  as  in  the  public's  interest.  In  Paget  Sound  Power 
d  Light  Co.  v.  City  of  Seattle,  271  Fed.  958  (1921),  the 
Court  at  page  963  held: 

"There  doubtless  is  a  question  as  to  the  pro- 
priety of  considering  the  showing  made  by  the  affi- 
davit on  a  motion  to  dismiss  the  1)ill;  but,  if  the  cause 
has  become  entirely  moot  by  the  payment  of  the 
installment  of  interest  due  JMarch  1st,  in  the  interests 
of  the  public  and  the  court,  it  ivould  he  the  latter's 
duty  to  consider  such  a  question  at  any  stage  of  the 
proceeding,  hoivever  prcsciiicd  or  suggested ,  and,  if 
it  is  certain  that  only  a  moot  (juestion  remains,  to 
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dismiss  the  suit  in  order  to  devok'  the  time  and  effort 
which  would  be  required  for  its  consideration  to 
other  public  business."  (emphasis  supplied.) 

Statement  of  Issue  Preliminary  to  Argument 

In  his  Opening  Brief  (hereinafter,  sometimes  "Op. 
Br.")  Mr.  Reich  at  page  11  enumerates  eight  instances 
wherein  the  ''District  Court  erred": 

The  Castlemans  and  Feuerman  in  the  course  of  their 
brief  will  attempt  to  demonstrate  not  only  the  entire  cor- 
rectness of  Judge  Ben  Harrison's  decision  and  judgment 
but  also  will  attempt,  simultaneously,  to  demonstrate  the 
lack  of  substance  in  the  said  alleged  "errors".  To  achieve 
this  objective  and  at  the  same  time  avoid  a  formalistic 
"one-point,  one-answer"  type  of  brief  the  Castlemans  will 
make  the  direct  and  realistic  approach. 

Statistically,  both  the  Record  and  the  Opening  Brief 
are  predominantly  concerned  with  lawyer's  fees.  For  ex- 
ample the  Opening  Brief  devotes  13  out  of  54  pages  to  the 
topic  of  lawyer's  fees  (or  22%  thereof);  and  the  Record 
similarly  devotes  at  least  105  out  of  389  pages  (or  26% 
thereof)  to  the  same  subject.  Moreover,  said  Opening 
Brief  concludes  with  the  prayer  for  a  hearing  on  two 
"motions  (2)  for  attorney's  fees  and  costs". 

Consequently,  the  Castlemans  and  Feuerman  respect- 
fully submit,  directly  and  realistically,  that  the  true  issue 
on  this  appeal  is  attorney's  fees.  They  submit  that  the 
issue  may  be  stated  in  the  form  of  the  following  question: 

"Did  Judge  Harrison  (a)  err  in  dismissing  the  ac- 
tion below,  and  (b)  abuse  his  discretion  in  denying 
fees  to  Mr.  Reich  therein,  while  (c)  relegating  him  to 
a  different  arena  for  his  costs  and  fees,  if  anv?" 
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ARGUMENT 

I 

Judge  Harrison  correctly  dismissed  the  action  with 
prejudice  on  the  motion  of  RKO,  supported  by  the 
''Relevant  Documents  From  the  Nevada  and  Delaware 
Courts". 

Said  documents,  consisting  in  part,  of  unreversed 
judgments  of  the  courts  of  Nevada  and  Delaware  com- 
pelled the  granting  of  the  motion  to  dismiss  said  action 
under  the  Full  Faith  and  Credit  Clause  of  the  Constitu- 
tion; by  reason  of  res  judicata,  under  the  Nevada  judg- 
ment, and,  by  reason  of  mootness,  under  the  Delaware 
judgment.  i 

The  Nevada  and  Delaware  judgments  may  not  be 
collaterally  attacked  in  California. 

i 

Judge  Harrison  bottomed  his  decision  to  dismiss  the 
action  below  on  ''the  occurrence  of  two  events  since  the 
institution  of"  the  action  below  (R.  356). 

The  first  "event"  was  the  sale  of  all  of  the  assets  of 
RKO  Pictures  Corp.,  including  all  the  causes  of  action 
against  all  persons  including  Howard  R.  Hughes  (R.  356, 
195,  324)  ;  the  detailed  history  of  said  transaction  is  to  be 
found  in  Schiff  v.  RKO  Pictures  Corp.,  104  A.  2d  267  (R. 
356).  This  litigation  arose  when  an  injunction  against  the 
consummation  of  said  sale  was  sought  by  RKO  shareholders 
who  charged  that  the  price  was  inadequate.  Judgment  on 
the  merits  in  favor  of  RKO  was  duly  entered  in  March 
1954  (R.  193-194).  Thereafter  said  sale  was  "fully  and 
finally  consummated"  (R.  232). 

That  this  acquisition  would  serve  to  "by-pass  the  im- 
pending derivative  waste  actions  against  (Hughes)   *  *  * 
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docis  not  condemn  the  transaction,"  (104  A.  2d  267  at  281) 
held  the  Chancellor  of  Delaware. 

Thereby  the  action  ))elow  was  rendered  moot  and  so 
.Judge  Harrison  held  (R.  356). 

Where  a  cause  of  action  between  the  parties  has  ceased 
to  exist  or  where  there  is  no  actual  controversy  involving 
real  and  substantial  rights  between  the  parties  to  the  rec- 
ord the  case  should  be  dismissed. 

Little  V.  Bowers,  134  U.  S.  547,  33  L.  ed.  1016; 
San  Mateo  County  v.  Southern  Pac.  R.  R.,  116 

U.  S.  138,  29  L.  ed.  589 ; 
California  v.  San  Pablo  d  TR  Co.,  149  U.  S.  308, 

37  L.  ed.  747. 

The  courts  deal  with  concrete  legal  issues  presented  in 
actual  cases,  not  with  abstractions. 

U.  S.  V.  Appalachian  Elec.  Power  Co.,  311  U.  S. 
377,  85  L.  ed.  243. 

In  Brownlow  v.  Schwartz,  261  U.  S.  216,  67  L.  ed.  620, 
the  Court  had  before  it  an  applicant  who  had  been  refused 
a  building  permit  for  which  she  sued.  Between  the  allow- 
ance of  the  writ  of  error  and  the  hearing  by  the  Court  she 
sold  her  property.    Calling  the  case  moot  the  Court  wrote : 

*'It  thus  appears  that  there  is  now  no  actual  con- 
troversy between  the  parties — no  issue  on  the  merits 
which  this  court  can  properly  decide.  The  case  has 
become  moot  for  two  reasons:  *  *  *  (2)  because,  the 
first  reason  aside,  petitioner  no  longer  has  any  in- 
terest in  the  building,  and  therefore  has  no  basis  for 
maintaining  the  action. 

"This  court  will  not  proceed  to  a  determination 
when  its  judgment  would  be  wholly  ineffectual  for 
want  of  a  subject  matter  on  which  it  could  operate. 
*  *  *  "  (emphasis  supplied.) 
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In  the  instant  case  the  sale  by  RKO  of  all  of  its  assets 
was  fully  and  finally  consummated.  It  (RKO)  "therefore 
has  no  basis  for  maintaining  the  action."  {Broivnloiv  v. 
Schwartz,  supra).  Consequently,  no  shareholder  of  RKO 
can  maintain  the  action.  {Koster  v.  Lumbermans'  Mutual 
Casualty  Co.,  supra;  Rule  23(a)  and  (b)  . 

In  Doremus  v.  Board  of  Education,  342  U.  S.  429,  96 
L.  ed.  475  (1952)  a  state  statute  involving  the  reading  of 
Bible  verses  in  a  public  school  was  attacked  by  the  parent 
of  a  pupil  who  had  graduated  before  the  appeal  from 
State's  highest  court  was  taken.  In  that  situation  the 
Court  said  at  page  479: 

"Obviously  no  decision  we  could  render  now  would 
protect  any  rights  she  may  once  have  had,  and  this 
Court  does  not  sit  to  decide  arguments  after  the 
events  have  put  them  to  rest.  United  States  v.  Alaska 
S.  S.  Co.,  253  U.  S.  113,  116." 

With  no  right  of  action  in  RKO  and  none  in  any  of  its 
shareholders  there  was  no  reason  for  Judge  Harrison  to 
sit  to  decide  incidental  questions  such  as  fees.  In  Wagner 
v.  Boggess  Coal  &  Supply  Co.,  94  N.  E.  2d  64,  66,  where  a 
contention  to  the  contrary  was  made,  the  Court  held: 

"It  is  contended  that  there  remains  a  question  as  to 
the  determination  of  costs.  In  Vol.  1,  C.  J.  S.,  Ac- 
tions, Sec.  17,  p.  1015,  it  is  stated  that:  'Jurisdic- 
tion will  not  be  retained  merely  to  determine  inci- 
dental questions  such  as  costs.'  In  Miner  v.  Witt, 
supra,  *  *  *  holds  '  *  *  *  and  the  determination  of 
questions  presented  by  the  record  would,  so  far  as 
this  case  is  concerned:  affect  nothing  hut  the  ques- 
tion of  costs.  There  is  nothing  left  but  a  moot 
case\^^  (emphasis  supplied.) 

The  second  "event"  was  that  "action  involving  the 
same  issues  *  *  *  has  gone  to  judgment  on  all  of  these 
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issiR's."     And,  "Tliat   judgnicnl  must   be  given  the  effect 
of  res  judicata  by  this  Court". 

The  relevant  certified  copies  of  tlie  Nevada  action  and 
judgment  were  before  Judge  Harrison  (R.  194).  The  Find- 
ings of  Pact  and  Conclusions  of  Law  (R.  22.'^-22r3)  took 
cognizance  of  the  raising  of  the  issue  of  jurisdiction  in  the 
Nevada  Court.  That  issue  was  resolved  in  favor  of  juris- 
diction, expressly  and  explicitly,  by  the  Nevada  Court. 
Such  a  finding  on  tliat  (|uestion(>d  issue  I'cndcrcd  it  invul- 
nerable to  collateral  attack. 

In  Rippherger  v.  A.  C.  AUijn,  111]  F.  2d  332,  the  Court 
had  before  it  the  same  type  of  question — of  collateral  at- 
tack on  a  judgment  wheiT  there  was  a  decision  in  favor  of 
jurisdiction. 

Both  phases  of  the  question  were  taken  up  and  squarely 
answered  thus,  at  page  333 : 

*'The  appellant  concedes,  as  he  necessarily  must  on 
the  authorities,  that  a  decision  in  favor  of  jurisdic- 
tion is  res  judicata  and  invulnerable  to  collateral 
attack,  even  though  the  ground  on  which  the  decision 
has  rested  has  subsequently  been  overruled,  (citing- 
cases)  *  *  *  A  court  has  power  to  determine  whether 
or  not  it  has  jurisdiction  of  the  subject  matter  of  a 
suit  and  of  the  parties  thereto.  As  Mr.  Justice 
Brandeis  remarked  in  American  Surety  Company  v. 
Baldwin,  supra,  'The  piinciples  of  res  judicata  ap])ly 
to  questions  of  jurisdiction  as  well  as  to  other 
issues'."   (enii)hasis  supplied.) 

Since  the  action  l)elow  was  a  minoiily  stockholder's  de- 
rivative action  "any  judgment  in  such  an  action— the  cor- 
poration being  a  party — l)inds  all  st()('kht)hlers."  In  (haul 
V.  Greene  Consol.  Copper  Co..  \')\  X.  Y.  Snjjp.  r)9().  at  (»03: 

"The  plninlilTs  eontend  that   tliey  are  not  bound 
by  a  decree  in  tlie  aeli(m  of  any  other  stockholder. 


30 


regardless  of  whether  the  issues  were  or  were  not 
identical  with  those  in  the  present  action.  Assum- 
ing that  the  corporation  was  a  party  to  such  other 
action  (as  it  necessarily  was),  there  can  be  no  doubt 
that  plaintiff  is  bound  the  same  as  if  he  had  himself 
been  plaintitt'.  In  other  words,  plaintiff  is  bound  by 
a  judgment  upon  a  similar  cause  of  action  in  favor 
of  a  stockholder,  whether  the  action  purported  to 
be  brought  in  behalf  of  all  other  stockholders  or  not, 
the  same  as  he  would  be  bound  by  a  judgment  on 
similar  issues  against  the  corporation  itself.  The 
stoclxholders'  action  being  a  derivative  one,  no  stock- 
holder has  the  right  to  sue  for  himself  alone;  his 
action  is  necessarily  representative  whether  he  calls 
it  so  or  not,  and  any  judgment  in  such  an  action — the 
corporation  being  a  party — binds  all  stockholders. 
Alexander  v.  Donohoe,  143  N.  Y.  203,  38  N.  E.  263; 
Brinckerhoff  v.  Bostwick,  supra ;  Hawkins  v.  Glenn, 
131  U.  S.  319,  9  Sup.  Ct.  739,  33  L.  Ed.  184;  Dana  v. 
Morgan  (D.  C.)  219  Fed.  313 ;  Willoughby  v.  Chicago 
Junction  Ry.  et  al.,  50  N.  J.  Eq.  656,  25  Atl.  277." 
(emphasis  supplied.) 

Mr.  Reich's  collateral  attack  on  the  Nevada  judgment 
takes  the  form  of  an  affidavit  "In  opposition  to  Motion  to 
Dismiss"  (R.  242).  In  that  affidavit,  however,  Mr.  Reich 
makes  the  following  statements : 

"It  is  true  that  the  complaint  in  the  Nevada 
action  and  the  amended  complaint  subsequently  filed 
herein  embraced  the  identical  causes  of  action  set 
forth  in  this  action  *  *  *  "  (R.  253). 

"I  do  not  doubt  that  the  motion  to  dismiss  in 
Nevada  was  made  and  notices  served  as  Mr.  Mc- 
Donald states  *  *  *  "  (R.  255). 
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A[r.  McDonald  had  also  stated  (and  it  i«  the  fact)  in  his 
paragraph  "3"  as  to  which  Mr.  Reich  made  the  above  ad- 
mission as  to  identity  ol'  complaints  that  it  was  "the  iden- 
tical i)]aintifis  herein,  I^]li  B.  (Jastleman,  et  al.,"  who  had 
instituted  said  suit  in  Nevada. 

Consequently,  it  appears  either  by  pioof,  admission  or 
concession  that  all  the  clenicnts  precluding  collateral  at- 
tack ai'c  present,  to  wit,  identity  of  parties,  identity  of 
issues,  jurisdiction  over  pai-ties  and  jurisdiction  over  sub- 
ject mattei-.  In  such  a  postur(>  the  Nevada  judgment  is 
invuhierable  to  collateral  attack  in  California  (or  in  any 
other  state). 

In  Turner  v.  Alton  Banking  <&  Trust  Co.,  181  F.  2  899 
(1950)  the  bank  sued  upon  an  Illinois  judgment  in  a  fed- 
eral court  in  Missouri.  There  was  a  suggestion  of  lack  of 
jurisdiction  in  the  Illinois  court.  In  sustaining  the  finality 
and  conclusiveness  of  the  Illinois  judgment  the  Eighth  Cir- 
cuit at  page  905  held: 

"The  judgment  of  the  Illinois  court  is  final  and 
conclusive  in  all  coui'ts.  It  cannot  be  attacked  col- 
laterally in  the  federal  court  in  Missouri.  The  Full 
Faith  and  Credit  Clause  of  the  Constitution,  Art. 
IV,  Sec.  1,  has  established  'throughout  the  federal 
system  the  salutary  principle  of  the  common  law 
that  a  litigation  once  pursued  to  a  judgment  shall 
be  a-s  conclusive  of  the  rights  of  the  parties  in  every 
other  court  (federal  as  well  as  state)  as  in  that 
where  the  judgment  was  rendered',  (citing  cases). 
The  place  to  have  assailed  the  validity  of  the  Illinois 
judgment  was  in  the  Illinois  court,     (citing  cases). 

"Due  pi'ocess  does  not  require  notice  where  rights 
are  established  in  conformity  with  state  law.  (cit- 
ing cases) " 

Mr.  Reich's  collateral  attack  on  the  Delaware  judgment 
is  included  in  the  same  affidavit  (R.  242  at  R.  260).     How- 
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ever,  therein  Mr.  Reich  does  ''  *  *  *  not  question  the  facts 
as  alleged  by  Mr.  McDonald  *  *  *". 

These  are  the  facts  which  are  not  questioned: 

1.  On  February  16,  1954  Schiff  ef  aL,  RKO  share- 
holders filed  Civil  Action  491  (in  Delaware  Chancery 
Court)  to  enjoin  the  sale  of  liKO's  assets  to  Hughes  on  the 
ground  of  inadequacy  of  price ; 

2.  RKO  filed  its  answer  February  18,  1954  and  the  case 
was  tried  on  the  merits  beginning  March  8,  1954; 

3.  On  March  26,  1954  the  Chancellor  handed  down  a  34 
page  opinion  holding  plaintiffs  not  to  be  entitled  to  the 
relief  sought;  and 

4.  Judgment  on  the  merits  in  favor  of  RKO  was  duly 
entered  (R.  193-194;  certified  copies  of  the  relevant  docu- 
ments were  before  the  Court  below). 

On  the  basis  of  Grant  v.  Greene  Consolidated  Copper 
Co.,  supra,  and  upon  all  the  other  cases  therein  cited  the 
judgment  in  the  Delaware  action  "binds  all  stockholders". 

Moreover,  by  reason  of  the  doctrines  enunciated  in 
Rippberger  v.  A.  C.  Allyn  and  Turner  v.  Alton  Banking  d 
Trust  Co.,  supra,  the  Delaware  judgment  is  invulnerable 
to  collateral  attack  in  California  (or  in  any  other  state). 

Finally  and  conclusively,  there  is  the  most  recent  case 
of  Stella,  etc.  v.  Kaiser  et  al.,  218  F.  2d  64  (advance  sheets, 
Feb.  28,  1955,  #1)  which  embraces  all  of  the  aspects  inher- 
ent in  the  disposition  of  minority  stockholder  actions. 

In  the  opening  words  of  Chief  Judge  Clark  of  the  Sec- 
ond Circuit: 

"This  appeal  concerns  the  effect  as  res  judicata  and 
liar  of  a  decree  of  settlement  entered  by  a  federal 
court  pursuant  to  F.  K.  C.  P.,  23(c),  and  of  the 
releases  executed  theieunder. " 
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Aflor  lecitini;  the  proccduial  st('i).s  pioceding  the  entry 
of"  tli(»  JudiL,aiieiit  (ill  Michigan)  reference  is  made  to  the 
attempted  resumption  l)y  this  plaintiff  of  his  activities  in 
his  New  York  action.  The  Michigan  judgment  thereupon 
was  successfully  pleaded  in  ])ai-  below.  A  reversal  of  the 
summary  judgment  was  sought.  In  sustaining  the  judg- 
ment Judge  Clark,  at  page  65,  continued: 

"There  is  no  doubt  that  this  claim  was  one  of  those 
compromised  and  settled  by  the  Michigan  decree 
(see  Pergament  v.  Frazer,  supra,  D.  C.  E.  D.,  Mich., 
93  F.  Supp.,  13,  33-35),  Plaintiff  was  an  active  liti- 
gant in  the  proceedings  thei-e  and  is  bound  under 
the  principles  of  res  judicata  at  least  with  respect 
to  those  defendants  who  were  parties  of  record  in 
Michigan  (Baldwin  v.  Iowa  State  Traveling  Men's 
Ass'n.,  283  U.  S.  522).  Even  without  his  active 
participation  Stella  would  have  been  bound  by  the 
Michigan  court's  action,  since  it  was  a  conclusive 
adjudication  of  a  'true'  class  action  (Hansberry  v. 
Lee,  311  U.  S.  32,  132  A.  L.  R.,  741 :  3  Moore's  Fed- 
eral Practice,  par.  23.11,  2d  ed.,  1947;  McLaughlin, 
Capacity  of  Plaintiff-Stockholder  to  Terminate  a 
Stockholder's  Suit,  46  Yale  L.  J.,  421,  424),  and 
since,  moreover,  there  was  adequacy  of  notice  and 
representation  as  found  by  the  Sixth  Circuit  (Mas- 
terson  v.  Pergament,  sup,  6  Cir.  203  F.  2d,  315.  330; 
see  Dickinson  v.  Burnham,  2  (Hr.,  197  F.  2d,  973,  cer- 
tiorari denied  344  LT.  S.  875,  and  proposed  Rule 
23(d)  in  Preliminary  Draft  of  Proposed  Amend- 
ments to  Rules  of  Civil  Procedure  for  the  United 
States  District  Courts,  May,  1954,  jiages  15-17,  dis- 
cussed in  Wright,  Amendments  to  the  Federal  Rules; 
The  Function  of  a  Continuing  Rules  Committee,  7 
Vand.  L.  Rev.,  521,  439-540). 

Plainti/f  asserts,  lioicever,  that  the  settlement  itself 
was  procured  by  fraud  and  that  the  Michigan  decree 
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?'.s'  subject  to  attack  for  failure  to  decide  this  issue. 
Bvt  in  till-!  he  is  in  error,  for  the  fraud,  issue  was  in 
fact  disposed  of  adversely  to  him  by  the  Court  of 
Appeals  (Ma.stersoii  v.  Porgamcnt,  supra,  6  Cir., 
203  F,,  2d,  315,  330-331).  Hince  this  issue  ivas  re- 
peatedly raised,  it  cannot  iioiv  he  made  the  basis  for 
collateral  attack  (De  Bobula  v.  Goss,  D.  C.  Cir.,  193 
F.,  2d,  35)."  (emphasis  supplied.) 

So,  here,  is  the  Nevada  judgiueul  invulnerable  to  col- 
lateral attack  in  California. 

II 

Judge  Harrison  did  not  abuse  his  discretion  when 
he  denied  fees  to  Mr.  Reich,  by  reason  of  the  Nevada 
judgment,  or  otherwise,  as  a  matter  of  discretion,  and 
relegated  him  to  a  different  arena  (where  he  pres- 
ently is). 

In  "Law  and  the  Modern  Mind"  by  (now.  Circuit 
Judge)  Jerome  Frank,  there  appears  on  the  unnumbered 
pre-introductory  page,  without  citation,  the  following  quo- 
tation attributed  to  0.  W.  Holmes : 

"General    propositions    do    not    decide    concrete 
cases." 

Neither  can  the  instant  case  be  decided  on  general 
propositions.  In  the  13  pages  devoted  by  Mr.  Reich  to  the 
topic  of  lawyers'  fees  in  stockholder's  suits  we  find  an 
abundance  of  "general  propositions"  with  which  one  can 
hardly  quarrel,  Imt  when  they  ai-e  related  to  the  105  pages 
of  the  record,  i.e.,  to  the  "concrete  case",  the  enduring 
wisdom  of  Justice  Holmes'  connneut  is  newly  appreciated. 

Before  tui-ning  to  any  of  the  "general  propositions" 
^\'lle1he^  quoted  by  Mr.  Keicli  or,  infra.  ])y  the  Castlemans 
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it  would  be  well  to  do  what  this  (^oui't  i-eccntly  did  in 
Western  Pacific  R.  Corp.  et  al.,  v.  Western  Pacific  R.  Co. 
et  at.,  206  F.  2d  495.  In  that  case  this  Court  sensed  the 
presentation  of  an  innuendo  which  was  coupled  with  the 
Robin  Hood  i)hilosophy  that  undeserved  riches  should  be 
divided  with  the  poor.  Draj^ginn  it  into  the  li,u:ht,  this 
Court  in  footnote  #7  at  pai>e  41)8  wrote,  in  part: 

"Lurking  in  the  background  of  this  case  is  a  spe- 
cious element  which  has  no  proper  i)lace  in  the 
decision  but  which  when  injected  by  innuendo  casts 
its  shadow  across  the  record.  *  *  *  " 

More  than  the  specious  element  of  the  kind  referred  to 
by  this  Court  is  present.  The  Robin  Hood  philosophy, 
complete  with  references  to  the  "poor  and  little  people" 
(R.  377)  and  to  the  fees  of  New  York  counsel,  is  expectedly 
there  (R.  282,  292).  There  is  also  the  anticipated  reference 
to  "  *  *  *  Mr.  Hughes'  power  and  influence"  and  to  the 
fact  that  people  "  *  *  *  are  in  fear  of  him  *  *  *  "  (R.  294). 
(Though,  paradoxically,  Mr.  Hughes  apparently  was  in 
fear  of  Mr.  Reich  (R.  291). 

One  genuinely  "specious  element"  Jiere  is  the  fallacious 
logical  doctrine  expressed  in  the  phrase  post  hoc  ergo 
propter  hoc  (R.  291,  341). 

There  may  be  reported  cases  of  applications  for  fees 
in  stockholder  actions  {infra)  based  on  the  "but  for — " 
theory  of  causation.  In  those  cases,  however,  each  claim- 
ant has,  at  least,  postulated  some  direct,  necessary  and 
causal  connection  between  his  activities  and  the  result. 

Mr.  Reich  in  his  bid  for  fees  herein,  however,  goes 
beyond  any  logically  or  legally  permissible  bounds  (R.  291). 
His  paragraphs  "19"  and  "20"  do  not  use  the  words 
"but  for"  although  in  "19"  he  is  saying  that  the  California 
action  was  an  "inducing  factor"  and  in  "20"  saying  that 
he  need  not  claim  that  he  was  the  *'solc  inducing  force". 
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This  is  outright  tautology.  Then  in  the  very  same  para- 
graph he  departs  not  only  from  fact  but  also  from  logic 
and  postulates,  in  purest  "post  hoc  ergo  propter  hoc" — 
style,  thus: 

"  *  *  *  It  is  enough  to  prove  that  the  corpora- 
tions benefited  to  the  extent  of  $12,000,000  or  even 
$2,000,000,  and  that  I  rendered  legal  services  in  con- 
nection with  the  various  cases  (stet)  which  led  to 
the  compromise.  *  *  *  " 

There  is  no  case  cited  by  Mr.  Reich  nor  any  known  to 
the  Castlemans  vrhich  supports  the  proposition  expressed 
by  Mr.  Reich  in  his  fee  application.  On  the  other  hand  in 
Thomas  v.  Peyer,  118  P.  2d  369  the  Court  had  occasion  to 
pass  upon  the  invocation  of  the  "but  for" — rule  by  a  fee 
applicant.  There  are  several  points  of  similarity  to  the 
instant  case  which  warrant  the  quotation  therefrom  of  the 
following  two  paragraphs  at  page  371 : 

"  *  *  *  Notwithstanding  the  later  suit  was  success- 
ful and  theirs  was  dismissed,  appellants  assert  that 
it  was  the  filing  of  their  suit  v.iiich  caused  the  plain- 
tiffs in  the  second  one  to  rush  into  court  in  order  to 
secure  control  of  the  litigation  and  prevent  them  and 
their  client  from  doing  so.  Consequently,  it  is 
claimed,  but  for  the  filing  of  the  first,  the  second 
would  not  have  been  commenced  and  therefore  the 
benefits  which  accrued  from  it  must  be  attributed  to 
their  action  in  filing  the  first  one. 

The  argument  amounts  to  an  effort  to  apply  in  the 
present  circumstances  the  'hut  for'  rule  of  causa- 
tion, which  has  been  applied  in  others  hut  rarely  and 
dubiously.  Except  as  to  facts  which  have  been 
adjudicated  in  previous  phases  of  this  litigation,  we 
find  nothing  in  the  record  to  show  that  the  conten- 
tion is  based  on  anything  more  substantial  than  the 
time  sequence  in  the  connnencement  of  the  two  pro- 


37 


ceediugs.  That  in  itseli",  of  course,  is  hardly  proba- 
tive that  liling-  the  first  induced  filing  of  the  second 
suit.  To  the  contrai'V,  both  the  record  and  appel- 
lants' argument  show  that  the  second  one  was 
planned  long  before  appellants  filed  the  first  one. 
This  is  implicit  in  their  charge  that  the  later  suit 
was  but  a  step  in  the  alleged  conspiracy  to  defraud. 
In  view  of  this,  the  conclusion  is  equally  tenable, 
though  we  do  not  draw  it,  that  appellants'  suit  was 
begun  in  order  to  anticipate  and  defeat  the  other 
one."  (emphasis  supplied.) 

Another  "specious  element"  is  the  one  reflected  in  Mr. 
Reich's  insinuation  about  efforts  to  evade  payment  of 
counsel  fees  (Op.  Br.  46).  The  short  answer  to  this  ''spe- 
cious" insinuation  is  to  be  found  in  the  affidavit  of  Mr. 
Reich  himself  who  swears :  ' '  The  fact  is  that  I  received  a 
notice  of  motion  inviting  me  to  come  to  Las  Vegas  and 
make  application  for  fees"  (R.  251).  To  talk  of  evasion 
in  such  a  circumstance  is  indeed  specious.  The  more  so, 
when  coupled  with  this  statement  from  his  Opening  Brief, 
page  49  "In  the  third  place  the  Nevada  Court  awarded 
fees  to  the  plaintiffs  for  all  counsel,  including  Reich.'' 

P  Mr.  Reich  equivocates  as  to  the  fee  situation  as  he  does 
as  to  his  discharge.  From  Paragraph  7  of  the  Pinal  Order 
of  the  Nevada  Court  (Op.  Bi-.  49)  Mr.  Reich  would  deduce 
that  somehow  his  fees  had  been  passed  upon  and  awarded. 
If  this  Final  Order  is  operative  as  to  Paragraph  7  then, 
consistently,  it  must  be  operative  as  to  Paragraph  10 
(R.  239).  There  is  to  be  found  the  direct  judicial  finding 
by  the  Nevada  Court  that  excludes  Mr.  Reich  as  a  person 
who  had  conferred  any  benefit  on  RKO  oi-  who  had  ren- 
dered compensable  services  to  it  or  its  shareholders. 

The  proceedings  leading  to  the  making  and  entry  of  the 
Final  Order  in  Nevada  were  neither  novel  nor  unusual. 
In  ^Y ater man  Corp.  v.  Johnston,  122  N.  Y.  Supp.  (2)  695, 
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a  similar  procedure  was  followed,  with  judicial  appropria- 
tion of  a  total  .sum  "for  allocation  to  the  various  appli- 
cants". The  similarity  encompassed  ruling  on  fees  for 
out-of-town  counsel.     x\t  page  702  Mr.  Justice  Eder  held: 

''The  fund  here  to  be  allocated  for  the  services 
rendered  by  counsel  in  other  jurisdictions  in  rela- 
tion to  or  in  connection  witli  this  action  is  under  the 
control  of  this  Court,  and  it  is  its  view  that  compen- 
sation should  be  awarded  and  paid  to  those  who  in 
the  opinion  of  the  court  merit  it  irrespective  of  the 
fact  that  the  services  were  rendered  by  the  appli- 
cants in  another  jurisdiction  or  before  a  court  in 
another  jurisdiction."   (emphasis  supplied.) 

Assuming,  arguendo,  that  Mr.  Reich  did  not  receive 
notice  to  come  in  to  Nevada  and  establish  his  right  to  fees 
he  would  still  be  bound  under  Mullane  v.  Central  Hanover 
B  &  T  Co.,  339  U.  S.  306,  94  L.  ed.  865. 

Similar  instances  of  judicial  disposition  in  one  jurisdic- 
tion of  fees  for  services  rendered  in  other  jurisdictions  are 
to  be  found  in : 

Winkleman  v.   General  Motors,  48  F.   Supp.  504 

(S.  D.  N.  Y.,  1942); 
Diamond  v.  Davis,  62  N.  Y.  S.  2d  175  (Sup.  Ct., 

N.  Y.  1945). 

In  each  of  these  cases  an  award  was  made  for  services 
rendered  in  another  case,  in  another  court.  In  the  first  a 
federal  court  made  an  award  to  counsel  in  a  *' stayed"  state 
court  case  and  in  the  Diamond  case  a  state  court  made  an 
award  to  counsel  who  had  been  stayed  in  a  federal  court 
case.  Both  of  these  cases  were  stockholder  derivative 
actions. 

And  so  we  come  to  the  time,  some  months  after  Mr. 
Reich's  rejection  of  the  opportunity  to  apply  for  fees  in 
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Nevada  thai  he  applies  to  the  California  Court  for  Fees 
(R.  264,  284). 

Judge  Harrison  had  at  least  20  contacts  with  the  action 
(Index,  R.  iii,  iv).  He  saw,  heai'd  and  oliserved  all  counsel 
some  of  the  times,  lie  had  voluminous  at!idavits,  exhibits 
and  papers  from  all  of  the  parties  (R.  381-384). 

Whereas  the  printed  Record,  statistically,  is  concerned 
26%  with  fees,  if  the  unprinted  papers  were  added  the  per- 
centage would  most  likely  double. 

Much  of  the  record  before  Judge  Harrison  reflects  the 
termination  of  the  attorney-client  relationship  with  Mr. 
Reich  and  the  dispute  as  to  its  consequences  as  a  matter 
of  fact  and  of  law  (R.  367,  371). 

Judge  Harrison  at  that  time  had  before  him  the  papers 
in  the  Nevada  proceedings  (R.  194).  He  also  had  before 
him  the  record  of  the  Delaware  action.  He  had  the  entire 
record  to  date  plus  Mr.  Reich's  fee  applications  and  the 
opposing  affidavit  of  Mr.  Kipnis  (R.  318). 

His  ** Memorandum  Granting  Motion  to  Dismiss"  (R. 
356)  reflects  the  careful  consideration  of  all  of  the  aspects 
of  the  issues  involved  in  RKO's  motion  to  dismiss  with 
prejudice,  which  he,  as  an  experienced  jurist,  brought  to 
bear  on  the  matter. 

As  an  experienced  jurist,  it  can  be  assumed  that  Judge 
Harrison  was  familiar  with  the  doctrines  expressed  in  the 
cases  cited  below. 

In  Thomas  v.  Thomas,  34  N.  Y.  Supp.  2d  320  (1942)  at 
323  it  was  held : 
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"No  special  formality  is  required  to  et¥ect  the  dis- 
charge of  the  attorney  and  the  termination  of  the 
relationship;  any  act  of  the  client  indicating  an  un- 
mistakable purpose  to  sever  relations  is  enough  and 


40 


there  can  be  no  further  legal  continuance  in  the  case 
by  the  difecharged  attorney  or  valid  appearance  for 
or  representations  of  the  client.  Ryan  v.  Martin, 
18  Wis.  672;  In  re  Shafcr's  Estate,  39  Pa.  Super. 
384." 

Across  the  continent  there  is  similar  authority.  In  re 
Mueseler's  Estate,  220  P.  (2nd,  18  (1950)  (Dist.  Ct.  of 
App.,  Sec.  Dist.  Div.  3,  Calif.)  that  Court  at  page  20,  held: 

"The  written  dismissal  of  the  attorneys  ended 
their  authority.     See  3  Col.  Jur.  628,  636." 

As  Judge  Harrison  and  this  Court  well  knows,  a 
"client"  may  discharge  an  attorney  at  any  time,  with  or 
without  cause,  whether  there  is  a  contract  of  retainer  or 
not,  and  whether  the  fee  arrangement  is  contingent  or  fixed. 

In  Crowley  v.  Wolf,  281  N.  Y.  59  (1939)  at  page  65, 
Judge  Hubbs  wrote : 

"Where  an  attorney  is  hired  on  a  contract,  his  pay- 
ment to  be  a  contingent  fee,  the  client  has  the  right 
to  dismiss  the  attorney  any  time  before  the  contract 
by  its  terms  is  to  expire,  and  is  not  liable  for  the 
contract  price.  *  *  *  Where  the  contract  is  extin- 
guished by  dismissal  and  not  by  the  expiration  of  the 
term  named  in  the  contract,  the  client  is  liable  on 
a  quantum  meruit  unless  the  dismissal  was  justified, 
(citing  cases).  //  a  discharge  is  justified  there  can 
be  no  recover ij  on  quantum  niertdf.  Fletcher  v.  Kel- 
logg, 55  App.  D.  C.  351,  6  F  2d,  476,  40  A.  L.  R.  19525; 
Holmes  v.  Evans,  129  N.  Y.  140,  29  N.  E.  233."  (em- 
phasis supplied.) 

Mr.  Reich's  equivocation  to  the  contrary  notwithstand- 
ing, he  was  dischai-ged  for  cause  (R.  327,  330)  on  May  7, 
1953. 
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Tho  consequence  of  such  a  termination  of  a  relation- 
sliij)  is,  "no  compensation".  Bloom  v.  Irving  Trust  Co., 
272  N.  Y.  Supp.  637,  where  at  page  640,  the  late  Mr.  Jus- 
tice Shientag-  wrote : 

"Where  an  attorney  has  been  retained  on  the  basis 
of  a  fixed  or  contingent  fee,  and  is  discharged  for 
cause,  he  may  not  recover  any  compensation  at  all. 
The  contract  is  an  entire  one,  and,  as  in  any  other 
contract,  the  attorney  must  show  propei-  perform- 
ance in  accordance  with  his  retainer  before  he  is 
entitled  to  compensation.  In  re  Badger,  9  F.  (2d) 
560  (C.  C.  A.,  2d  Circuit)."  (emphasis  supplied.) 

And  in  Re  Badger,  9  F.  (2)  560,  justifiable  cause  is 
again  shown  to  preclude  compensation.  The  rule  is  there 
stated  thus : 

"The  rule  is  that,  where  an  attorney  has  been  re- 
tained on  a  specific  contract  and  has  been  discharged 
for  a  justifiable  cause,  he  may  not  recover  compen- 
sation either  in  an  action  upon  contract  or  upon  a 
quantum  meruit  basis." 

As  we  see  it,  after  Judge  Harrison  had  determined  to 
dismiss  the  action  below,  his  judicial  supervision  of  the 
case  was  over.  The  only  reason  why  Judge  Harrison  had 
to  make  any  ruling  on  the  matter  of  counsel  fees  stems 
from  the  motions  made  by  Mr.  Reich  for  an  award  of  fees 
to  himself  in  the  California  action. 

The  jurisdiction  of  Judge  Harrison  to  make  an  award 
of  fees  to  Mr.  Reich  was  called  into  question  by  the  Castle- 
mans  (R.  341)  and  Judge  Harrison  was  urged  that  even 
if  he  did  have  jurisdiction  he  do  not  exercise  his  discretion 
in  favor  of  Mr.  Reich  (R.  341).  Having  made  his  delib- 
erate choice  as  between  the  Nevada  Court  and  the  Califor- 
nia Court,  Mr.  Reich  is  bound  thereby: 
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"The  fixing  of  allowances  has  been  called  'the  most 
thankless  and  delicate  task  in  all  of  the  problems  of 
judicial  reorganization,'  Frank,  Epithetical  Juris- 
prudence and  the  AVork  of  the  Securities  and  Ex- 
change Connnission  in  the  Administration  of  Chapter 
X  of  the  Bankruptcy  Act,  18  N.  Y.  U.  L.  Q.  Rev.  317, 
349-50,  1941,  and  'one  of  the  most  disagreeable  and 
perplexing  tasks  which  falls  to  the  lot  of  a  District 
Judge.'  Silver  v.  Scullin  Steel  Co.,  8  Cir.,  98  F. 
2d  503,  506.  Recognizing  this,  and  recognizing,  too, 
the  peculiar  advantage  which  the  district  judge  has 
by  virtue  of  his  intimate  knowledge  of  the  whole  his- 
tory of  the  reorganization,  appellate  judges  can  come 
to  the  conclusion  that  the  lower  court  has  exceeded! 
its  discretion  in  granting  cdloivances  onlij  with  the 
greatest  reluctance' \  *  *  *  Finn  v.  Childs  Co.,  181 
F.  2d  431. 

To  similar  effect  is  Roth  v.  Reich,  164  F.  2nd  305. 

A  case  which  is  even  more  analogous  to  the  instant  one, 
insofar  as  the  fee  application  is  concerned,  is  Doggett  v. 
Deauville  Corporation,  148  F.  2nd  881.  In  that  case  too 
(a)  there  was  a  dispute  between  counsel,  (b)  pendency  in 
different  courts  of  litigation  and  (c)  the  commencement  of 
a  plenary  suit  by  an  attorney  against  his  client  for  fees. 
There  the  Circuit  Court  sustained  the  discretion  of  the 
Court  below  which  remitted  the  whole  matter  of  attorneys 
compensation  under  his  contract  to  a  plenary  suit. 

This  Court  may  take  judicial  notice  of  its  own  files  from 
which  it  will  ascertain  that  there  is  pending  in  the  State 
Court  of  New  York  a  plenary  suit  by  Mr.  Reich  against  the 
Castlemans  and  their  New  York  counsel  (Louis  Kipnis 
affidavit  November  18,  1954). 

Compensation,  if  any,  for  stockholders  in  derivative 
actions  is  made  directlv  to  the  stockholder  and  not  to  his 
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attorney.  13  Am.  Jur.,  p.  514,  Sec.  471 ;  13  Fletcher  Cor- 
porations, Sec.  6045;  Holthusen  v.  Edward  G.  Budd  Mfg. 
Oo.,  55  F.  Supp.  945. 

In  a  recent  New  York  case  the  Supreme  Court  held,  in 
iiscussing  the  same  subject  matter,  in  Margaretten  v. 
Horowitz,  112  N.  Y.  Supp.  (2)  24  at  page  26: 

"The  court  is  of  the  opinion  that  the  underlying 
purpose  of  the  allowance  of  counsel  fees  to  plaintiffs 
in  derivative  actions  is  to  be  reimburse  or  indemnify 
plaintiff  for  reasonable  counsel  fees  and  expenses. 
Where,  as  here,  the  plaintiff  takes  the  position  that 
the  counsel  fee  has  been  paid  in  full  and  the  plain- 
tiff does  not  join  in  the  application  for  counsel  fees, 
there  is  no  basis  for  assessment  against  the  defend- 
ants." 

Moreover,  said  claim  for  allowances  being  personal  to 
the  Castlemans,  Mr,  Reich  is  precluded  from  any  compen- 
sation in  the  California  action  particularly  by  reason  of 
the  Nevada  judgment,  in  addition  to  the  other  reasons 
urged  below. 

In  the  light  of  the  foregoing,  this  Court  should  not  dis- 
turb the  decision  and  judgment  of  Judge  Harrison. 
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III 

No  error  was  committed  by  Judge  Harrison  in  any 
aspect  of  his  supervision  of  the  action. 

Mr.  Reich  has  made  separate  charges  of  error  vis-a-vis 
Judge  Harrison's  supervision  of  the  action  below. 

Some  of  these  charges  are  insubstantial  and  the  others, 
which  called  for  the  exercise  of  discretion,  are  beyond 
Appellate  correction. 

Insofar  as  "failing  to  grant"  the  motion  for  interven- 
tion is  concerned,  no  error  was  committed  by  Judge 
Harrison  since  we  have  seen  that  intervention  is  not  to  be 
had  simply  for  the  asking  and  requires  the  exercise  of 
discretion  following  a  motion  under  Rule  24.  There  are 
two  answers  to  Mr.  Reich's  charge.  First,  and  equating 
'* failing  to  grant"  with  outright  denial,  it  was  discre- 
tionary on  Judge  Harrison's  part  to  grant  or  deny  the 
motion  and,  absent  an  abuse  of  discretion,  his  ruling  may 
not  be  disturbed. 

As  an  experienced  jurist  of  California,  Judge  HarrisoB 
was  probably  cognizant  of  this  holding  in  Mann  v.  Superiot 
Court  of  Los  Angeles  Countij,  127  Pac.  (2d)  970,  at  975: 

"  *  *  *  a  stockholder's  derivative  suit,  involving 
as  it  often  does  the  possibility  of  financial  returns, 
is  not  an  open  sesame  for  fees  to  counsel  for  inter- 
veners." 

Moreover,  Judge  Harrison  (and  Judge  McNamee)  hac 
been  bombared  with  letters  from  Mr,  Reich  and  others.' 
dealing  tangentially  with  the  case.  Others,  not  parties  tc 
the  action,  were  the  recipients  of  carbon  copies  thereoi 
(R.  112-113). 
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Second,  Mr.  Heieli  presupposes  a  "timely"  applica- 
)ii.  As  Kolt'-denionstrated  below  the  motion  wae  not 
ncly.     No  error  was  conmiitted  here. 

*       *       * 

No  error  was  committed  in  failing  to  appoint  a  special 
aster.  The  short  and  ol)vious  answer  to  this  charge  of 
ror  is  found  in  the  single  sentence  of  Rule  53(b): 

*'A   reference   to   a   master   shall    be   the   exception 
and  not  the  rule." 


The  remaining  charges  of  error  (other  than  those 
parately  treated  in  this  brief)  involve  purely  inter- 
cutory  or  administrative  aspects  of  .Judge  Harrison's 
ipervision  of  the  action. 

There  was  a  wide  area  of  discretion  which  Judge 
arrison  had.  That  he  had  exercised  it  correctly  is  borne 
it  by  the  result  herein. 

The  matter  of  putting  "off-calendar"  the  motions  of 
e  parties  (not  only  those  of  Mr.  Reich)  was  unquention- 
)ly  a  discretionary  matter.  As  the  late  Mr.  Justice 
ardozo  wrote  in  Landis  v.  North  A)iierican  Company, 
)9  U.  S.  248,  81  L.  ed.  153  (1936)  at  page  158: 

"Viewing  the  problem  as  one  of  power,  and  of 
power  only,  we  find  ourselves  unable  to  aseent  to 
the  suggestion  that  before  proceedings  in  one  suit 
may  be  stayed  to  abide  the  proceedings  in  another, 
the  parties  to  the  two  causes  must  be  shoAvu  to  be 
the  same  and  the  issues  identical  *  *  *  (citing  cases). 
Apart,  howevei-,  from  any  concession,  the  power  to 
stay  proceedings  is  incidental  to  the  poiver  inherent 
in  every  court  to  control  the  disposition  of  the  causes 
on  its  docket  with  ecotioniy  of  time  and  effort  for 
itself*'  for  counsel  and  for  litigants.  How  this  can 
be  done  calls  for  the  exercise  of  judgment,  which 
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must  weig'h  competing  interests  and  maintain  an 
even  balance  *  *  *.  Occasions  may  arise  when  it 
would  be  'a  scandal  to  the  administration  of  justice' 
in  the  phrase  ol'  Jessel,  M.R.  (Amos  v.  Chadwick, 
L.  R.  9  Ch.  Div.  4:59,  462),  if  power  to  coordinate 
the  business  of  the  court  efficiently  and  sensibly  were 
lacking  altogether."   (emphasis  supplied.) 

Mr.  Reich's  reference  to  "abdication"  of  jurisdiction 
bears  no  relation  to  the  facts  below. 

See  also: 

P.  Beiersdorf  <&  Co.  v.  McGohey,  187  F.  2d  14; 
Mottolese  v.  Kaufman,  176  F.  2d  301. 

In  this  instance,  a  fortiori,  was  Judge  Harrison's  discre- 
tion unassailable  since  no  stay  order  was  made.  Moreover, 
he  did  ivhat  Mr.  Reich  had  been  asking  him  to  do  all  along. 
For  example : 

"I  say  only  at  this  time  that  this  action  should  not 
be  dismissed  and  that  this  Court  should  retain  juris- 
diction pending  the  outcome  of  the  state  action  in 
Nevada'''  (R.  55). 

'■'■The  undersigned  does  not  insist  that  this  Court 
try  the  case'''  (R.  85). 

"7  told  Judge  Harrison  that  1  ivanted  the  California 
action  to  be  a  stand-by  action  *  *  *  "  (R.  142). 

"  *  *  *  I  was  willing  to  let  Mr.  Hughes'  motion  to 
quash  to  go  by  default  on  condition  that  the  motion 
for  security  be  opposed  and  that  the  California  action 
*  *  *  ivould  remain  as  a  stand-by  action  *  *  *  " 
(R.  169). 

Then,  when  Judge  Harrison  took  the  responsibility  for 
continuing  the  motions  until  after  the  Nevada  case  was  dis- 
posed of  Mr.  Reich  said: 
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"Very  well,  your  IIoiioi',  1  accept  that  ruling'' 
(R.  247). 

Ill  the  context  of  the  instant  recoi'd  it  ill-l)ecomes  Mr. 
Reich  to  accuse  Judge  Harrison  of  "anxiety  to  put  'this 
case  to  sleep'  for  good  *  *  *  "  (Qj,.  Br.  21).  It  is  of  a  piece 
[with  the  gratuitous  insult  to  the  Nevada  Court,  which,  Mr. 
! Reich  avers  <'  *  *  *  had  permitted  itself  to  he  used  to  lure" 
him  into  Nevada  "  *  *  *  so  as  to  give  some  respectability 
to  the  defendants'  (and  i)laintiff's  New  York  counsel's) 
iclaim  of  res  judicata"  (R.  260). 

*  *       « 

I 

J  The  matter  of  reviving  the  motion  to  quash  or  to  vacate 
jthe  dismissal,  to  the  extent  demanded  by  Mr.  Reich,  was  a 
strictly  administrative  or  procedural  exercise  of  discretion 
within  the  orbit  of  the  Landis  case,  supra. 

*  *       # 

The  matter  of  receiving  affidavits  from  Messrs.  Herz- 
brun,  Silver,  Kipnis  or  Mittelman  was  similarly  within  the 

Landis  orbit. 

*  *       # 

Now,  assuming  without  conceding  that  somewhere  along 
;he  line  in  this  "standby  action",  and  in  which  a  stipulation 
igainst  further  proceedings  was  outstanding  (R.  37-38), 
hat  Judge  Harrison  committed  an  error.  We  look  to  the 
Rules  for  an  answer.     Rule  61,  in  part,  reads  as  follows : 

"Harmless  Error,  No  error  *  *  *  in  any  ruling  or 
order  or  in  antjth'uig  done  or  omitted  htj  the  court 
*  *  *  is  ground  for  *  *  *  vacating,  modifying  or  other- 
wise disturhing  a  judgment  or  order,  lodess  refusal 
to  take  such  action  appears  to  the  court  inconsistent 
with  suhstantial  justice.  *  *  *  "  (emphasis  supplied.) 

Guided  by  that  Rule  no  "error"  complained  of  by  Mr. 
\oich  is  ground  for  vacating,  modifying  or  otherwise  dis- 
urbing  the  judgment  below. 
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Moreover,  we  are  told  in  Gillis  v.  Keystone  Mutual  Casu- 
alty Co.,  172  F.  2,  826  at  830: 

a  *  *  *  fjij^j^g  j.^|g  jg  intended  for  the  guidance  of  the 
district  court,  but  it  should  be  heeded  by  the  appel- 
late court  to  make  it  effective.  University  City  v. 
Home  Fire  &  Marine  Ins.  Co.,  8  Cir.  114  F.  2d  288." 

AVith  this  Court  similarly  heeding  the  Rule  no  cogniz- 
able ground  for  vacating  or  modifying  the  judgment  below 
is  available. 

CONCLUSION  1 

No  error  having  been  committed  below  and  no 
abuse  of  discretion  having  been  shown  the  judgment 
of  the  District  Court  should  be  affirmed,  in  all  respects, 
with  costs. 

Respectfully  submitted, 

Robert  Silver  and  Samuel  De  Groot, 

and 

Louis  KiPNis  AND  Leo  B.  Mittelman, 

Attorneys  for  the  Castleiiians  and  Feuerman. 


Louis  KiPNis, 
of  Counsel. 

May,  1955. 
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Preliminary  Comments. 

We  hope  to  be  forgiven  for  what  should  be  immediately 
obvious. 

1.     No  brief  for  the  Appellee  Hughes  has  been  filed. 

The  Appellee  RKO  argues  that  service  of  process  on 
Mr.  Hughes,  having  been  quashed  below,  he  is  "not  before 
this  Court,"  losing  sight  of  the  principle  that  an  appeal 
from  a  final  judgment  brings  up  for  review  intermediate 
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orders  or  matters.      (Please  see  Appellants'  Op.   Br.  p. 
24,  et  seq. ) 

2.  Appellees  have  restated  the  facts  based  on  their 
affidavits,  without  challenging  Appellants'  statement  of 
facts  as  based  on  the  record  made,  losing  sight  of  the 
principle  that  where  an  action  has  been  summarily  dis- 
missed, the  allegations  in  the  record  supporting  Appellants 
must,  for  the  purposes  of  the  appeal,  be  taken  as  true. 

3.  Appellees  seek  affirmance  predicated  on  the  dis- 
cretion of  the  trial  court,  losing  sight  of  the  principle  that 
where  the  trial  court  refuses  a  trial,  abdicates  its  jurisdic- 
tion and  fails  to  exercise  its  discretion,  the  judgment  may 
not  stand.  (Please  see  Appellants'  Op.  Br.  p.  24,  et  seq; 
p.  31,  et  seq.) 

4.  The  responsibility  for  the  arrangement  of  the 
caption  on  appeal  (erroneously  challenged  by  Appellees) 
was  the  Clerk's,  not  ours. 

5.  The  Appellees  do  not  appear  to  have  challenged  a 
single  law  or  fact  citation  set  forth  in  Appellants'  Open- 
ing Brief. 

6.  The  New  York  attorneys'  anger  directed  at  plain- 
tiffs' attorney  of  record  stems  from  the  latter's  re- 
fusal to  renounce  his  responsibilities  to  the  Court  as  local 
counsel  and  his  setting  aside  of  the  first  dismissal  entered 
by  them  without  his  knowledge  or  consent. 

We  would  make  one  further  preliminary  comment,  al- 
though it  is  perhaps  less  obvious  than  the  others.  The 
Appellee  RKO,  gently,  and  the  Appellees  Castleman  and 
Feuerman,  harshly,  charge  that  plaintiffs'  attorney  of 
record  has  been  motivated  only  by  the  question  of  fees. 
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losing  sight  of  the  fact  that  there  are  many  lawyers  who 
believe  in  the  sanctity  of  their  oath.  [Please  see  Appel- 
lants' Op.  Br.,  Appendix;  also  R.  371-373.] 

We  do,  however,  regret  one  thing:  No  matter  how 
objective  and  unemotional  we  have  aimed  to  be,  we  could 
not  avoid  the  frequent  use  of  the  name  of  plaintiffs'  at- 
torney of  record.  We  can  only  hope  that  the  Court  will 
be  understanding  of  the  problem  which  faced  a  lawyer 
trying  in  his  perhaps  inadequate  way  to  maintain  the  re- 
sponsibility and  integrity  of  any  local  counsel,  protect  the 
interests  of  the  stockholders,  and  yet  keep  in  mind  his 
obligations  to  his  "trustee-clients." 

Is  it  any  wonder  that  this  lawyer,  turning  to  the  Dis- 
trict Court,  asked  [R.  373] : 

"Mr.  Reich:  Well,  your  Honor,  what  would  you 
do  about  it?  What  could  I  do  about  it?  You  advise 
me  and  I  will  do  it.  I  just  want  to  do  what  is  right. 
You  tell  me  what  to  do  and  I  will  do  it. 

The  Court:     I  am  not  telling  you  what  to  do." 
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ARGUMENT. 

I. 

The  Nevada  State  Judgment,  Being  Subject  to  Attack 
for  Collusion,  Etc.,  Is  Not  Res  Judicata  Until  the 
Issue  Is  Tried  in  the  Court  Where  It  Is  Legally 
and  in  Good  Faith  Raised. 

The  heading  above  is  the  very  heart  of  the  case  and 
was  treated  at  page  12,  et  seq.,  of  the  Opening  Brief. 

Had  the  Court  below  tried  the  issue  and  found  against 
the  allegations,  then  the  cases  cited  by  Appellees  would 
have  had  some  applicability. 

In  Masterson  v.  Pergament,  203  F.  2d  315,  330,  there 
was  no  opposition  to  the  settlement,  no  proposed  inter- 
veners, and  no  contention  that  the  stockholders  were  not 
adequately  represented. 

In  Cohen  v.  Young,  127  F.  2d  721,  724-725,  there  was 
a  finding  below  of  adequate  representation.  Nevertheless, 
on  an  appeal  by  a  proposed  intervener  who  had  been 
denied  intervention  below,  the  judgment  was  reversed  over 
the  opposition,  as  herein,  of  the  plaintiffs. 

In  Winkelman  v.  General  Motors  Corporation,  48  Fed. 
Supp.  490,  it  was  indeed  held  that  the  trial  court's  role  is 
to  ferret  out  fraud  and  collusion.  This  is  the  role  which 
the  Court  below  should  have  assumed  when  the  issue  was 
raised  before  it.  The  fact  that  it  was  also  the  role  of  the 
Nevada  court  does  not  convert  a  duty  into  a  fact,  or 
preclude  by  any  *'boot-strap"  argument  the  stockholders 
from  challenging  the  entire  Nevada  proceeding  as  collu- 
sive. 

In  Pergament  v.  Fraser,  93  Fed.  Supp.  13,  16,  the 
action   tried   was   the   action    first    filed.      All   objecting 
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stockholders  who  appeared  in  other  courts  appeared  here. 
The  Court  tried  the  issues  of  collusion  and  inadequate 
representation. 

In  Stella  v.  Kaiser,  218  F.  2d  64,  one  of  the  out-of- 
state  stockholders  in  Pergament  v.  Fraser,  supra,  attempt- 
ed to  retry  the  issue  of  collusion  in  his  own  state. 

In  the  instant  case,  the  issues  of  collusion  and  inade- 
quate representation  were  "tried"  in  Nevada  as  between 
the  very  parties  charged  with  collusion  and  fraud.  [R. 
114.]  Appellees'  argument  here  amounts  to  this:  "We, 
whose  very  actions  are  challenged,  are  not  subject  to 
attack  in  California  because  between  ourselves  we  have 
resolved  the  issues  in  Nevada."  Unlike  in  the  Stella  case, 
supra,  no  stockholder  here  attempted  to  try  the  issue  of 
collusion  in  Nevada;  and  therefore  again  unlike  Stella,  no 
stockholder,  including  the  Appellants  November,  has  at- 
tempted to  retry  the  issue  of  collusion  in  the  Court  below. 

Moreover,  the  Appellants  November  were  denied  inter- 
vention in  Nevada.    They  had  the  right  to  intervene  here. 

Pellegrino  v.  Nesbit,  203   F.   2d  463    (C.   A.   9, 
1953); 

Cut  hill  V.  Ortman-Miller  Machine  Company,  216 
F.  2d  336  (C.  A.  7,  1954); 

Cohen  v.  Young,  127  F.  2d  721,  724-725  (C.  C.  A. 
6,  1942). 

Nierbo  v.  Bethlehem  Shipbuilding  Corp.,  308  U.  S.  165, 
cited  by  Appellees  Castleman  and  Feuerman,  was  a  venue 
case  as  between  Federal  district  courts,  with  no  allegation 
of  collusion. 

Kentucky  National  Gas  Corporation  v.  Dug  gins,  165 
F.  2d  1011,  involved  the  law  question  of  whether  selection 


of  a  forum  constituted  collusion.     It  was  not  a  stock- 
holder suit  and  the  issue  of  collusion  was  tried. 

E.  B.  Latham  &  Co.  v.  May  fair  Industries,  Inc.,  278 
App.  Div.  (N.  Y.)  90,  and  Paramount  Pictures  v.  Blu- 
menthal,  256  App.  Div.  (N.  Y.)  756,  involved  similar 
suits  in  which  plaintiff  sought  to  enjoin  a  foreign  court 
without  alleging  fraud.  Moreover,  they  were  not  stock- 
holder suits. 

11. 

No  Stockholder  or  His  Attorney  Is  Estopped  From 
Challenging  the  Nevada  State  Judgment  for  Col- 
lusion (Except  Possibly  the  Castlemans  and 
Feuerman  Personally). 

It  is  true  that  the  Novembers  sought  to  intervene  in 
Nevada;  but  their  application  was  denied.  It  is  true  that 
if  they  had  appealed,  assuming  the  denial  appealable,  and 
had  lost,  they  might  have  been  bound  by  the  Nevada  judg- 
ment. We  say  might  because  it  would  depend  on  whether 
the  issue  of  collusion  was  litigated.  The  fact  is  that  the 
Novembers  never  litigated  that  issue  in  Nevada,  as  did 
the  stockholder  Stella  in  218  F.  2d  64. 

In  the  instant  case,  the  District  Court  suggested  that 
interveners  apply  to  the  Nevada  state  court.  However, 
when  the  Novembers  applied  in  Nevada  their  application 
was  denied;  when  they  applied  below  their  application 
was  not  ruled  on. 

Please  note  that  the  court  below  did  not  rule  that  the 
Novembers  were  estopped  to  intervene  herein  by  reason 
of  the  denial  in  Nevada. 

Moreover,  a  representative  action  is  not  like  any  other 
action.     Assuming,  as  we  must,  the  truth  of  the  allega- 
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tion  of  collusion  in  the  Nevada  action,  including  the  inter- 
vention proceedings,  the  question,  no  matter  how  raised, 
must  be  considered  by  a  court  of  competent  jurisdiction. 
What  better  forum  than  in  the  court  where  the  action 
was  commenced  prior  to  the  challenged*  Nevada  action? 

As  to  Reich  being  "a.  mere  volunteer,"  we  thought  that 
that  argument  had  been  disposed  of  below  when  the  Dis- 
trict Court  made  no  order  of  substitution  or  of  dismissal 
for  lack  of  prosecution,  and  when  this  Court  denied  the 
motion  to  dismiss  the  appeal. 

We  thought  also  that  when  Appellees  failed  to  challenge 
the  principles  governing  the  duties  and  rights  of  an  at- 
torney in  this  kind  of  action,  as  set  forth  in  Appellants' 
Opening  Brief,  pages  43  and  44,  that  Appellees  would 
cease  making  the  issues  personal  to  the  attorneys. 

III. 
The  Nevada  Judgment   Did   Not   Meet  the   Require- 
ments of  Due  Process. 

Because  the  District  Court  refused  to  try  the  issue, 
the  ultimate  correctness  of  the  above  heading  is  really  not 
before  this  Court.  For  example.  Appellees'  claim  that  the 
Novembers  had  notice  of  the  Nevada  "compromise"  be- 
cause they  "appeared"  by  an  attorney.  This  again  flies  in 
the  face  of  the  rule  that  the  Novembers'  allegations  to  the 
contrary  must  be  assumed  true.    [R.  257-259.] 

Moreover,  without  directly  challenging  the  Opening 
Brief,  page  17,  demonstrating  that  the  Nevada  court 
converted  a  motion  to  dismiss  for  mootness,  of  which  the 


*We  make  no  charges  against  the  Nevada  court,  as  indeed  we 
make  no  charges  against  the  Court  below.  Our  only  point  is  that 
the  Nevada  judgment  and  orders  were  wrongfully  procured. 


stockholders  had  notice,  to  a  23(c)  hearing,  of  which 
the  stockholders  had  no  notice,  Appellees  cite  from  their 
own  evidence  (in  conflict  with  Appellants')  to  support 
their  side  of  the  issue.  But  issue  it  is,  and  it  has  not  yet 
been  resolved. 

Nor  are  any  of  the  Appellees'  citations  applicable.  In 
Midlane  v.  Central  Hanover  Bank  &  Trust  Co.,  339  U.  S. 
306,  the  Court  held  insufficient  statutory  constructive 
service  under  the  New  York  Banking  Law  as  applied  to 
known  beneficiaries. 

Turner  v.  Alton  Banking  &  Trust  Co.,  181  F.  2d  899, 
held  that  a  "cognovit"  note,  i.e.,  a  note  containing  a  war- 
rant for  an  attorney's  appearance,  complied  with  due 
process. 

IV. 
Neither  the  Delaware  Action  nor  the  Sale  to  Appellee 
Hughes  of  All  Assets  Rendered  the  Action  Herein 
Moot. 

Appellees  have  failed  to  challenge  the  significance  of  a 
single  authority  cited  by  Appellants  in  support  of  the 
above  heading.  (Appellants'  Op.  Br.  p.  19,  et  seq.)  In- 
stead they  cite  cases  which  we  submit  are  inapplicable; 
although  Appellees  would  have  the  Court  read  through  the 
whole  of  each  case  to  find,  or  rather  not  to  find,  their 
point. 

For  example,  none  of  the  cases  cited  by  Appellee  RKO 
on  page  21  of  its  Brief  holds,  as  suggested  by  it,  that  a 
sale  to  an  officer  or  director  of  a  corporation  extinguishes 
the  fraud  claims  against  him.  On  the  contrary,  one  case 
cited,  Webster  Eisenhohr,  Inc.  v.  Kalodner,  145  F.  2d 
316,  325,  directly  suggests  the  exact  opposite;  and  two 
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other  cases,  May  v.  Midwest  Refining  Co.,  121  F.  2d  431, 
and  Malcolm  v.  Cities  Service  Co.,  2  F.  R.  D.  405,  in- 
directly suggest  the  same  contrary  conclusion. 

The  May  case,  supra,  held  that  the  statutory  remedy  of 
a  dissenting  stockholder  was  not  exclusive;  that  the  stock- 
holder may  maintain  an  equity  action.  However,  where 
there  are  no  interveners  or  other  interested  stockholders, 
the  action  may  be  treated  as  non-representative,  and  the 
stockholder  may  have  his  individual  damages.  (On  the 
other  hand,  counsel  fees  were  held  not  so  restricted,  the 
award  being  in  excess  of  $40,000.00.) 

The  Malcolm  case,  supra,  held  that  the  sale  by  plaintiff 
of  her  stock  to  one  of  the  defendants  did  not  constitute  a 
compromise  and  that  (2  F.  R.  D.  at  p.  47)  :  The  cause 
of  action,  if  there  be  one,  remains  unaffected  by  the  sale 
of  plaintiff's  stock."  The  Court  also  held  that  other 
stockholders  should  be  allowed  to  intervene  to  protect  the 
action. 

The  cases  cited  by  the  other  Appellees  beginning  on 
page  26  of  their  Brief  fare  even  worse.  None  of  them 
bears  on  the  point  at  all.  One  deals  with  a  classic  ex- 
ample of  mootness;  another  deals  with  a  classic  case  of 
res  judicata,  and  still  others  deal  with  situations  where 
collusion  is  not  an  issue. 

What  Appellees  have  done  here,  and  only  in  less  degree 
throughout  their  Briefs,  was  condemned  in  Lezvis  v. 
Manufacturers  Casualty  Insurance  Co.,  107  Fed.  Supp. 
465,  473-474,  from  which  we  quote  but  a  single  sentence: 
'This  is  legal  fog." 
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V. 

The  Appeal  From  the  Final  Judgment  Brings  Up  for 
Review  Important  Intermediate  Matters. 

Western  Union  v.  United  States  &  M.  T.  Co.,  221 
Fed.  545,  550,  551,  552  (C.  C.  A.  8,  1915); 

Victor  Talking  Machine  Co.  v.  George,  105  F.  2d 
697,  699  (C.  C.  A.  3,  1939); 

Skirvin  v.  Mesta,  141  F.  2d  668,  672  (C.  C.  A.  10, 
1944). 

In  the  Western  Union  case,  supra,  an  appeal  from  an 
order  affecting  a  petition  in  intervention  in  a  foreclosure 
suit  alleging  fraudulent  transfers  by  bondholders  and 
stockholders  of  an  insolvent  corporation,  the  Court  stated 
(221  Fed  at  p.  551): 

"When  a  final  order  or  decree  is  made  in  a  pro- 
ceeding in  equity  all  the  preceding  interlocutory  orders 
and  decrees  relative  to  the  matters  in  controversy 
between  the  parties  to  the  final  order  remain  under 
the  control  and  subject  to  the  revision  of  the  court, 
and  upon  an  appeal  from  the  final  order  or  decree 
every  interlocutory  order  affecting  the  rights  of  the 
parties  regarding  the  matters  in  question  between 
them  is  subject  to  review  in  the  appellate  court  and 
may  be  heard  and  decided  at  the  same  time." 

What  was  said  of  some  of  the  intermediate  matters 
before  the  district  court  there  is  most  appropriate  here. 
Said  the  Eighth  Circuit  Court  (221  Fed.  at  p.  550) : 

"Hence,  laying  aside  the  other  alleged  grounds  of 
equitable  relief  set  forth  in  the  portions  of  the  peti- 
tion excised,  which  may  be  more  wisely  and  satis- 
factorily considered  after,  at  a  hearing,  the  relevant 
facts  have  been  definitely  ascertained,  the  averments 
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of  the  cause  of  action  invoked  the  undoubted  power 
and  duty  of  that  court  to  hear  and  determine  the 
issues  tendered  thereby  on  their  merits,  a  power  and 
duty  which  it  might  not  lawfully  renounce  or  avoid; 
for  'the  courts  of  the  United  States  are  bound  to 
proceed  to  judgment,  and  to  afford  redress  to  suitors 
before  them  in  every  case  to  which  their  jurisdiction 
extends.  They  cannot  abdicate  their  authority  or 
duty  in  any  case  in  favor  of  another  jurisdiction/  " 
(Emphasis  added.) 

Also  at  page  552: 

"Moreover,  there  is  a  class  of  cases  in  which  a 
party  has  the  equitable  right  to  intervene,  and  the 
right  to  review  by  appeal  any  order  denying  that 
right,  and  this  case  is  of  that  class." 

Some  of  the  intermediate  matters  which  we  ask  this 
Court  to  review  are: 

1.  Motion  to  intervene  (involved  in  the  Western 
Union  case,  supra) ; 

2.  The  order  quashing  service  on  Mr.  Hughes  (no 
opposition  here  by  this  Appellee) ; 

3.  Motion  to  set  aside  default  on  Mr.  Hughes'  motion 
to  quash  on  grounds  of  fraud  (no  opposition  here  by  this 
Appellee) ; 

4.  Motion  for  appointment  of  a  Special  Master. 

Had  these  matters  been  disposed  of  favorably  to  Ap- 
pellants, the  Court  below  would  have  been  in  position  to 
hear  the  evidence  and  may  not  have  abdicated  its  juris- 
diction (also  involved  in  the  Western  Union  case,  supra). 

Yet  Appellees  dismiss  this  important  phase  of  the  appeal 
by  an  unsupported  general  reference  to  a  rule  that  such 
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omissions  do  not  warrant  reversal  in  the  absence  of  preju- 
dice or  abuse  of  discretion. 

We  submit  that  the  general  principle  thus  invoked  does 
not  apply  to  situations  where  the  trial  court  declines  to 
use  discretion;  a  point  covered  beginning  on  page  24  of 
our  Opening  Brief,  and  which  the  Appellees  leave  un- 
challenged.* 

We  take  it  that  the  Appellees  would  disagree  with 
Cuthill  V.  Ortman-Miller  Machine  Company,  216  F.  2d 
336,  338,  339  (C.  A.  7,  1954),  citing  this  Court's  de- 
cision in  Pellegrino  v.  Neshit,  203  F.  2d  463  (1953). 

In  the  Cuthill  case,  supra,  the  District  Court  had  denied 
a  stockholder's  motion  to  intervene.  On  appeal  the  Seventh 
Circuit  Court  stated  (p.  338)  : 

"Rule  24(a)  of  the  Federal  Rules  of  Civil  Proce- 
dure, 28  U.  S.  C.  A.  provides  that  upon  timely  appli- 
cation one  shall  be  permitted  to  intervene  (a)  when 
the  'representation  of  the  applicant's  interest  by  exist- 
ing parties'  is  inadequate  and  the  applicant  is  or  may 
be  bound  by  a  judgment  in  the  action,  or  (b)  when 
the  applicant  'is  so  situated  as  to  be  adversely  affected 
by'  disposition  of  property  in  the  custody  or  control 
of  the  court  or  an  officer  thereof.  Comparing  the 
mandatory  provisions  of  the  rule  with  the  averments 
of  appellant's  petition,  it  is  obvious  that  he  has 
brought  himself  within  the  rule  by  charging  explicitly 
that  as  a  stockholder  he  had  a  substantial  interest  in 
the  $4,100  then  in  the  custody  of  the  court;  that  the 
corporation's  interests,  including  appellant's,  were  not 


*Appellees  Castleman,  et  ano,  by  taking  words  out  of  context  and 
misunderstanding  our  courtesy  to  the  Court  below,  attempt  to 
blame  the  District  Court's  inaction  on  us,  but  please  see  the  full 
text  [R.  44-55,  80-91,  135-172]. 
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adequately  represented  in  that  the  company  and  its 
counsel  had  permitted  a  fraudulent  judgment  to  be 
entered;  and  that  if  corporate  funds  were  improperly 
diverted  in  satisfaction  of  the  allegedly  fraudulent 
judgment,  his  interests  would  be  adversely  affected. 
In  this  situation  the  court  could  not  properly  do 
otherwise  than  permit  him  to  present  his  case.  Thus, 
in  Pellegrino  v.  Nesbit,  9  Cir.,  203  F.  2d  463,  at 
page  465,  the  court  said:  'Intervention  should  be 
allowed  even  after  a  final  judgment  where  it  is  neces- 
sary to  preserve  some  right  which  cannot  otherwise 
be  protected.'    .     .     . 

"The  facts  pleaded  were  sufficient  to  justify  ap- 
pellant's fears;  they  brought  him  within  the  doctrine 
enunciated  by  the  Supreme  Court  in  United  States  v. 
Throckmorton,  98  U.  S.  61,  at  page  65,  25  L.  Ed. 
93,  where  the  court  said:  'Where  the  unsuccessful 
party  has  been  prevented  from  exhibiting  fully  his 
case  by  fraud  or  deception  practiced  on  him  by  his 
opponent  as  by  keeping  him  away  from  court,  a  false 
promise  of  a  compromise;  or  where  the  defendant 
never  had  knowledge  of  the  suit,  being  kept  in 
ignorance  by  the  acts  of  the  plaintiff;  or  where  an 
attorney  fraudulently  or  without  authority  assumes 
to  represent  a  party  and  connives  at  his  defeat;  or 
where  the  attorney  regularly  employed  corruptly  sells 
out  his  client's  interest  to  the  other  side, — these,  and 
similar  cases  zvhich  shozv  that  there  has  never  been 
a  real  contest  in  the  trial  or  hearing  of  the  case,  are 
reasons  for  which  a  new  suit  may  be  sustained  to  set 
aside  and  annul  the  former  judgment  or  decree,  and 
open  the  case  for  a  new  and  fair  hearing.'  Citing 
cases.  See  also  U.  S.  v.  Kusche,  D.  C.  56  F.  Supp. 
201,  at  page  216.  Here  appellant  pleaded  with 
particularity  and  great  detail  facts  tending  to  show 
that  there  had  been  no  adversary  trial  of  the  issue 
in  the  case;  that  this  situation  emanated  from  the 
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collusion  of  the  original  parties;  that  appellant's  in- 
terests were  adversely  affected  and  that  no  adequate 
representation  of  his  and  the  corporate  interests  had 
been  supplied.  Inasmuch  as  Rule  60(h)  endows  the 
court  zvith  power  to  vacate  any  fradulent  judgment, 
plaintiff  was  entitled  to  be  heard  upon  his  averments. 
Obviously  the  District  Court  has  inherent  power  to 
investigate  such  averments  of  fraud.  Hazel-Atlas 
Co.  V.  Hartford  Empire  Co.,  322  U.  S.  238,  64  S. 
Ct.  997,  88  L.  Ed.  1250;  Universal  Oil  Products  Co. 
V.  Root  Refining  Co.,  328  U.  S.  575,  66  S.  Ct.  1176, 
90  L.  Ed.  1447."     (Emphasis  added.) 

VI. 
Counsel  Fees  Can  Be  Assessed  Against  Appellee  RKO. 

Again  Appellees  do  not  challenge  or  even  discuss  Ap- 
pellants' citations  in  their  Opening  Brief  beginning  at 
page  42.  Their  entire  defense  is  predicated  on  what  the 
Nevada  state  court  did  or  did  not  do. 

In  the  first  place,  what  the  Nevada  court  did  or  did 
not  do  is  challenged  here  and  as  yet  has  not  been  resolved 
by  trial. 

In  the  second  place,  counsel  was  entitled  to  have  his 
fees  fixed  by  the  court  below,  the  Appellees'  cases  on  this 
point  being  inapplicable. 

In  each  of  the  cases  cited  by  Appellee  RKO  on  page  26 
of  its  Brief,  and  by  the  Appellees  Castelman,  et  ano,  on 
page  38  of  their  Brief,  while  it  was  held  that  the  trial 
court  could  in  a  single  jurisdiction  fix  fees  for  out-of- 
state  attorneys,  those  attorneys  made  application  therefor 
and  submitted  themselves  to  that  single  jurisdiction. 

In  each  such  case  objection  was  made  to  the  court's 
power  to  award  fees  to  out-of-state  attorneys.     In  the 
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instant  case,  Reich  made  no  application  in  Nevada.  His 
application  was  to  the  Court  below,  where  he  had  rendered 
the  services  which  he  alleges  brought  about  the  offer  on 
the  part  of  Hughes  to  purchase  the  assets  of  RKO. 

The  fact  is  that  the  Court  below  did  not  exercise  its 
discretion  to  award  or  not  to  award  fees.  He  denied  re- 
lief by  declining  jurisdiction  on  the  ground  of  the  res 
judicata  of  the  Nevada  state  court  judgment — without 
trying  the  issues  of  fraud  and  collusion. 

One  last  thing  on  this  point:  the  Appellees,  without 
mention  of  the  legal  consequences  therefor,  refer  to  a  stipu- 
lation staying  proceedings,  except  for  the  deposition  of  Mr. 
Hughes,  pending  the  outcome  of  the  security  application. 
Obviously,  the  stipulation  failed  when  the  deposition  was 
not  given,  when  the  action  was  dismissed  the  first  time 
without  the  knowledge  or  consent  of  plaintiffs'  attorney  of 
record,  and  in  any  event  in  the  face  of  the  collusion 
charges. 

vn. 

Counsel  Fees  Can  Be  Assessed  Against  the  Appellees 
Castelman  and  Feuerman. 

These  Appellees  negative  the  above  heading  by  claiming 
that  the  Court  below  *'did  not  abuse  his  discretion,"  when 
our  point  is  simply  that  the  Court  below  did  not  use  or 
exercise  its  discretion. 

These  Appellees  also  base  their  defense  on  an  assump- 
tion that  the  purported  discharge  was  for  cause  and  that 
the  Court  below  so  held.  There  was  of  course  no  such 
holding;  the  Court  refused  to  rule.  In  fact,  the  clear 
inference  from  the  Court's  refusal  to  rule  or  grant  the 
motion  for  substitution  is  that  Reich  had  the   right  to 


—16— 

proceed  in  the  case.  In  any  event  counsel  was  entitled  to 
a  hearing  on  the  issue  of  the  purported  discharge  and 
whether  it  was  for  cause. 

It  is  significant  that  there  was  no  cause  for  discharge — 
only  confirmation  of  the  retainer — until  counsel  success- 
fully moved  to  set  aside  the  first  dismissal.  [R.  276-278.] 
Appellees  having  been  thwarted  in  their  sordid  under- 
taking, they  attack  counsel. 

As  to  these  Appellees'  point  that  their  attorney  of 
record,  having  been  "discharged,"  could  not  proceed  in  the 
case,  there  is  not  one  word  by  Appellees  in  contradiction 
of  the  Opening  Brief,  pages  40  and  41,  citing  authorities 
that  counsel's  procedure  was  eminently  correct;  and  that, 
under  the  rules  of  the  court  below,  until  there  has  been 
a  substitution  the  attorney  of  record  has  the  exclusive 
right  to  appear. 

Instead  of  meeting  the  issues  directly,  these  Appellees 
again  cite  inapplicable  cases. 

In  Thomas  v.  Thomas,  34  N.  Y.  S.  2d  320,  a  divorce 
case,  it  was  held  that  an  opponent  by  reason  of  statute 
could  not  serve  a  discharged  attorney.  In  the  instant 
case,  the  opponent,  i.e.,  the  Appellee  RKO,  continued 
to  serve  the  "discharged"  attorney  of  record,  as  indeed  it 
should  have. 

In  Mueseler's  Estate,  220  P.  2d  18,  it  was  held  that  a 
written  dismissal  of  attorneys  and  waiver  of  appeal  by 
a  legatee  was  effective  to  nullify  a  notice  of  appeal — where 
there  was  a  finding  below  of  no  fraud. 

In  Margaretten  v.  Horowitz,  112  N.  Y.  S.  2d  24,  the 
Court  denied  an  application  for  counsel  fees  made  four 
years  after  a  settlement  and  the  filing  of  a  dismissal 
without  costs.     Moreover,  no  fraud  was  alleged. 
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Conclusion. 

Appellee  RKO  presses  us  to  state  what  we  propose  to 
litigate  in  the  event  of  a  reversal. 

If  the  judgment  is  reversed  we  propose  to  prosecute 
the  case  and  endeavor  to  obtain  a  judgment  of  $38,000,- 
000.00.  If,  on  the  other  hand,  the  court  below,  on  ap- 
plication of  the  defendants,  wants  to  treat  the  "sale"  to 
Hughes  as  an  offer  of  compromise  and  to  submit  same 
to  the  stockholders,  we  shall  petition  for  a  full  and  com- 
plete hearing  suggested  by  Circuit  Court  Judge  Biggs,* 
at  which  time — and  for  the  first  time — all  of  the  stock- 
holders, and  not  just  plaintiffs,  will  have  notice  that  what 
is  proposed  is  not  a  dismissal  of  the  action  on  the  merits, 
but  a  settlement  of  the  lawsuit.  The  court  below  then, 
for  the  first  time,  will  be  in  a  position  to  approve  or  dis- 
approve the  settlement. 

The  judgment  should  be  reversed  in  accordance  with 
the  prayer  in  Appellants'  Opening  Brief. 

Dated:     June,   1955. 

Respectfully  submitted, 
Bernard  Reich, 

Attorney  for  Appellants. 

Kenneth  N.  Chantry, 
Of  Counsel. 
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In  the  United  States  District  Court  for  the  South- 
ern District  of  California,  Central  Division 

Civil  Action  No.  14764- Y. 

MARLAN  E.  BOURNS,  doing  business  under  the 
fictitious  firm  name  and  style  of  Bourns  Lab- 
oratories, Plaintiff, 

vs. 

EDCLIFF  INSTRUMENTS,  EDMUND  W. 
PITZER  and  CLIFFORD  DILLON, 

Defendants. 

AMENDED  COMPLAINT 

Comes  Now  the  plaintiff  through  its  attorneys 
and  for  cause  of  action  against  the  defendants  al- 
leges : 

Count  I. 

1.  That  plaintiff  Marian  E.  Bourns  is  a  citizen 
of  the  United  States  and  a  resident  of  the  city  of 
Riverside,  County  of  Riverside  and  State  of  Cali- 
fornia. 

2.  That  defendant  Edcliff  Instrmnents  is  a  cor- 
poration organized  and  existing  under  and  by  virtue 
of  the  laws  of  the  State  of  California,  and  having 
a  principal  place  of  business  and  a  regular  and 
established  place  of  business  at  850  South  Fairoaks, 
city  of  Pasadena,  County  of  Los  Angeles  and  State 
of  California. 

3.  That  defendants  Edmund  W.  Pitzer  and  Clif- 
ford Dillon  are  citizens  of  the  United  States,  resi- 
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dents  of  Altadena,  in  the  County  of  Los  Angeles, 
State  of  California.  [2] 

4.  That  the  acts  of  infringement  complained  of 
herein  have  taken  place  in  said  city  of  Pasadena, 
County  of  Los  Angeles,  State  of  California,  within 
the  Southern  District  of  California  and  elsewhere 
throughout  the  United  States. 

5.  That  jurisdiction  of  this  Court  is  founded 
upon  the  fact  that  this  is  an  action  arising  under 
the  Patent  Laws  of  the  United  States  and  a  related 
action  for  unfair  competition  joined  therewith,  jur- 
isdiction of  this  Court  lying  under  Title  28,  U.  S. 
Code,  Section  1338. 

6.  That  Letters  Patent  of  the  United  States  No. 

2.515.980  were  duly  and  legally  issued  to  plaintiff 
on  July  18,  1950,  and  since  said  date  plaintiff  has 
been  and  still  is  the  owner  of  said  Letters  Patent. 

7.  That  Letters  Patent  of  the  United  States  No. 

2.515.981  were  duly  and  legally  issued  to  plaintiff 
on  July  18,  1950,  and  since  said  date  plaintiff  has 
been  and  still  is  the  owner  of  said  Letters  Patent. 

8.  That  defendants  and  each  of  them  jointly  and 
severally  have,  during  the  past  six  (6)  years,  de- 
liberately and  willfully  infringed  said  Letters  Pat- 
ents Nos.  2,515,980  and  2,515,981  by  manufacturing, 
using  and  selling  potentiometers  embodying  the  in- 
ventions claimed  in  said  patents  and  will  continue 
to  so  infringe  to  the  irreparable  damage  of  plaintiff 
unless  restrained  by  this  Court. 
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9.  That  plaintiff  has  jG^vcn  defendants  written 
notice  of  their  infringement. 

10.  That  defendant  Edmund  W.  Pitzer  deliber- 
ately and  willfully  conspire^d  with  defendant  Clif- 
ford Dillon  to  cause  the  organization  of  defendant 
Edcliff  Instruments  for  the  purpose  of  infringing 
said  Letters  Patents  Nos.  2,515,980  and  2,515,981. 

11.  That  pursuant  to  said  conspiracy,  defendants 
have  manufactured  and  sold  and  offered  for  sale  to 
plaintiff's  customers  [3]  potentiometers  which  in- 
fringe upon  said  Letters  Patent  and  each  of  them. 

■»»»#» 

Wherefore,  plaintiff  prays : 

1.  For  a  preliminary  and  permanent  injunction 
restraining  defendants  and  each  of  them  from  di- 
rectly or  indirectly  infringing  said  Letters  Patents 
of  the  United  States  ISTos.  2,515,980  and  2,515.981. 

«      4f     «     •     * 

3.  For  an  accounting  and  recovery  of  damages 
for  said  infringement  of  said  Letters  Patents  of 
the  United  States  Nos.  2,515,980  and  2,515,981. 

4.  For  an  accounting  and  recovery  of  damages 
on  account  of  the  disclosure  and  use  by  defendants 
of  plaintiff's  confidential  and  secret  fabrication 
techniques,  trade  secrets  and  know-how.  [5] 

5.  That  the  damages  as  foimd  aforesaid  for  in- 
fringement of  said  Letters  Patents  of  the  United 
States  Nos.  2,515,980  and  2,515,981  be  trebled. 

6.  For  an  assessment  and  awarding  of  costs  and 
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reasonable  attorneys'  fees  against  defendants  and 
for  such  other  and  further  relief  as  to  this  Court 
niav  seem  just  and  proper. 

/s  LYOX  i-  LYON, 
/s/  Bv  CHARLES  G.  LYON, 

Attorneys  for  Plaintiff  [6] 

[Endorsed]  :   Filed  January  23,  1953. 


[Title  of  District  Court  and  Cause.] 

AXSTYER 

The  Defendants.  Edmund  TV.  Pitzer.  Clifford 
Dillon  and  Edcliff  Lastiimients,  a  corporation,  and 
each  of  them,  for  answer  to  the  Amended  Com- 
plaint on  file  herein,  admit,  deny  and  allege  as 
follows: 

Coimt  I. 

1.  Answering  paragraph  1,  aUege  that  they  are 
without  knowledge  or  information  sufficient  to  form 
a  belief  as  to  the  allegations  therein  contained,  and 
placing  their  denials  on  that  ground,  deny  each  and 
every  such  allegation. 

2.  AnswerinsT  paragraph  2.  admit  that  defendant 
Edchff  [8]  Tustrmnents  is  a  corporation  organized 
and  existing  imder  and  by  virtue  of  the  laws  of  the 
State  of  California :  deny  that  said  corporation  has 
a  principal  place  of  business  or  a  regidar  and  es- 
tablished place  of  business  at  850  South  Fair  Oaks 
in  the  City  of  Pasadena,  County  of  Los  Angeles, 
State  of  California,  and  allege  that  said  corpora- 
tion has  its  principal  place  of  business  at  383  Xorth 
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Foothill  Boulevard  in  the  City  of  Pasadena,  County 
of  Los  Angeles,  State  of  California. 

3.  Answering  paragraph  3,  admit  the  allegations 
therein  contained. 

4.  Answering  paragraph  4,  deny  each  and  every 
allegation  therein  contained  excepting  only  admit 
and  allege  that  defendants  Dillon  and  Pitzer,  as 
copartners  under  the  firm  name  and  style,  Edcliff 
Instrimaents,  did,  from  December,  1950,  imtil  May, 
1952,  and  defendant  Edcliff  Instrimients,  a  corpora- 
tion, has,  from  May,  1952,  to  the  date  hereof,  manu- 
factured and  sold  potentiometers  in  the  City  of 
Pasadena,  County  of  Los  Angeles,  State  of  Cali- 
fornia, and  within  the  Southern  District  of  Cali- 
fornia and  elsewhere  throughout  the  United  States. 

5.  Answering  paragraph  5,  admit  that  in  so  far 
as  Count  I  of  said  Amended  Complaint  relates  to 
the  issue  of  alleged  patent  infringement  it  arises 
under  the  patent  laws  of  the  United  States:  deny 
that  there  is  stated  in  Coimt  II  of  said  Amended 
Complaint  a  claim  for  imfair  competition  related 
to  said  issue  of  alleged  patent  infringement  or  to 
any  alleged  cause  of  action  in  any  way  related  to 
said  issue  of  alleged  infringement  of  United  States 
Letters  Patents  No.  2.515.980  or  No.  2.515,981  and 
therefore  allege  that  Title  28,  United  States  Code, 
Section  1338,  does  not  confer  upon  this  court  jiuis- 
diction  to  hear  matters  alleged  by  plaintiff  in  Count 
II  of  said  Amended  Complaint  to  comprise  acts  of 
unfair  competition. 

6.  Answering  paragraph  6,  deny  each  and  every 
allegation  therein  contained  excepting  only  admit 


8  EdcUff  Instruments,  et  al.,  vs. 

that  Letters  Patent  of  the  [9]  United  States  No. 
2,515,980  were  issued  to  plaintiff  on  July  18,  1950; 
specifically  deny  that  said  Letters  Patent  were  duly 
or  legally  issued  to  plaintiff  in  that  said  Letters 
Patent  are  invalid  and  void  as  more  particularly 
hereinafter  alleged  in  paragraphs  17  and  18  hereof. 

7.  Answering  paragraph  7,  deny  each  and  every 
allegation  therein  contained  excepting  only  admit 
that  Letters  Patent  of  the  United  States  No.  2,515,- 
981  were  issued  to  plaintiff  on  July  18,  1950;  spe- 
cifically deny  that  said  Letters  Patent  were  duly 
or  legally  issued  to  plaintiff  in  that  said  Letters 
Patent  are  invalid  and  void  as  more  particularly 
hereinafter  alleged  in  paragraphs  12,  13,  14  and  15 
hereof. 

8.  Answering  paragraph  8,  deny  generally  and 
specifically  each  and  every  allegation  therein  con- 
tained. 

9.  Answering  paragraph  9,  deny  that  plaintiff 
has  given  defendants,  or  any  of  them,  any  notice, 
written  or  otherwise,  of  their  alleged  infringement 
excepting  only  for  the  notice  contained  in  the  Com- 
plaint and  Amended  Complaint  herein. 

10.  Answering  paragraph  10,  deny  each  and 
every  allegation  therein  contained  excepting  only 
admit  that  defendants  Edmund  W.  Pitzer  and  Clif- 
ford Dillon  caused  the  organization  and  incorpora- 
tion of  defendant  Edcliff  Instriunents. 

11.  Answering  paragraph  11,  deny  each  and 
every  allegation  therein  contained  excepting  only 
admit  that  defendants  have  manufactured  and  sold 
and  offered  for  sale  potentiometers  to  persons  or 
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firms    which    have    also    purchased    potentiometers 
from  plaintiff.  [10] 

m   *   ¥i   *   ^ 

Second  Separate  Defence 

13.  United  States  Patent  No.  2,515,981  is  invalid 
and  void  in  that  the  subject  matter  thereof  is  not 
an  invention  and  the  claim  thereof  fails  to  recite 
an  invention  as  required  by  Sections  100  and  101 
of  Title  35  of  the  United  States  Code,  and  in  this 
connection  no  inventive  act  was  performed  by  the 
named  inventor  in  said  patent  in  developing^  the 
alleged  invention,  and  said  named  inventor  did 
nothing  involving  anything  more  than  the  exercise 
of  mere  mechanical  skill  in  view  of  the  state  of  the 
art  existing  in  this  country  at  the  time  of,  and  long 
prior  to,  said  alleged  invention. 

Third  Separate  Defense 

14.  United  States  Patent  No.  2,515,981  is  invalid 
and  void  in  that  prior  to  any  supposed  invention 
or  discovery  by  plaintiff,  the  thing  or  things  as 
alleged  to  be  patented  by  said  United  States  Patent 
No.  2,515,981  had  been  patented  or  described  in 
certain  printed  publications  or  Letters  Patent  be- 
fore the  alleged  invention  [11]  or  discovery  thereof 
by  plaintiff. 

Fourth  Separate  Defense 

15.  The  single  claim  of  United  States  Patent  No. 
2,515,981  cannot  be  given  an  interpretation  or  con- 
struction which  will  include  any  structure  or  device 
made,  used  or  sold  by  these  defendants,  and  if  the 
claim  be  so  interpreted  and  construed  as  to  include 
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within  its  purview  any  structures  or  devices  of 
these  defendants',  then  said  claim  is  anticipated  and 
invalid  in  view  of  the  state  of  the  art  existing  in 
this  country  at  the  time  of,  and  long  prior  to,  the 
alleged  invention  defined  in  said  claim. 

Fifth  Separate  Defense 
16.  The  single  claim  of  United  States  Patent  No. 
2,515,981  is  ambiguous  and  therefore  invalid  and 
said  patent  is  void  unless  the  terms  of  said  claim 
are  construed  and  defined  as  in  the  specification 
and  the  history  of  the  prosecution  of  the  applica- 
tion for  said  patent,  and  if  so  construed  and  defined 
said  claim  will  be  legally  susceptible  only  of  such 
narrow  interpretation,  meaning  and  scope  that  none 
of  the  devices  actually  or  intended  to  be  manufac- 
tured, used  or  sold  by  these  defendants  can  justly 
or  lawfully  be  held  to  constitute  infringement  of 

said  claim. 
*  *  *  *  * 

Tenth  Separate  Defense 
21.  All  of  the  potentiometers  manufactured  or 
sold  by  defendants  Edmund  W.  Pitzer  or  Clifford 
Dillon,  or  either  of  them,  have  been  sold  and  de- 
livered by  them  to  the  United  States  Government, 
or  to  contractors  or  subcontractors  for  the  United 
States  Government  and  either  delivered  to  the 
United  States  Government  or  used  by  said  con- 
tractors or  subcontractors  for,  and  with  the  au- 
thorization or  consent  of,  the  United  States  Gov- 
ernment, and  said  defendants  have  not  used  any 
potentiometers. 
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22.  All  of  the  potentiometers  manufactured  or 
sold  by  defendant  Edcliff  Instruments,  with  the 
exception  of  5  Model  A  potentiometers,  2  Model  F 
potentiometers,  and  1  Model  D  potentiometer,  have 
been  sold  and  delivered  by  it  to  the  United  States 
Government,  or  to  contractors  or  subcontractors  for 
the  United  States  Government  and  either  delivered 
to  the  United  States  Government  or  used  by  said 
contractors  or  subcontractors  for,  and  with  the  au- 
thorization or  consent  of,  the  United  States  Govern- 
ment, and  said  defendant  has  not  used  any  poten- 
tiometers. 

23.  Under  and  pursuant  to  the  provisions  of 
Section  1498  of  Title  28  of  the  United  States  Code, 
plaintiff's  sole  remedy  for  any  alleged  infringement 
relating  to  the  said  sales  of  potentiometers  to  the 
United  States  Government,  its  contractors  or  sub- 
contractors as  hereinabove  alleged,  is  against  the 
United  States  Government  in  the  Court  of  Claims, 
and  this  Court  is  without  jurisdiction  over  the  sub- 
ject matter  of  said  alleged  acts  of  infringement. 

»    *    *    *    *    r-ij^T 

JAMES  B.  CHRISTIE, 
ROBERT  L.  PARKER,  JR. 
GIBSON,  DUNN  &  CRUTCHER, 
SAMUEL  O.  PRUITT,  JR., 
F.  DANIEL  FROST  III 
GLENN  WARNER, 
/s/  By   GLENN  WARNER, 
Attorneys  for  Defendants  Edcliff  Instruments,  Ed- 
mund W.  Pitzer  and  Clifford  Dillon.         [16] 
[Endorsed]  :  Filed  June  3,  1953. 
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[Title  of  District  Court  and  Cause.] 

AMENDED  COUNTERCLAIMS 

*  *  *  *  * 

Counterclaim  IV. 
Defendants  Edmund  W.  Pitzer,  Clifford  Dillon 
and  Edcliff  Instruments,  a  corporation,  and  each 
of  them,  for  a  fourth  counterclaim  against  plain- 
tiff, Marian  E.  Bourns,  and  against  defendants 
Bourns  Laboratories  Instruments  Sales  Corpora- 
tion and  Bourns  Position  Instruments,  Inc.,  and 
each  of  them,  allege: 

1.  This  counterclaim  is  filed,  and  the  jurisdiction 
of  this  Court  is  invoked,  under  the  provisions  of 
the  Patent  Laws  of  the  United  States,  and  under 
the  laws  providing  for  declaratory  judgments,  in- 
cluding Section  2201  of  Title  28  of  the  United 
States  Code. 

2.  On  or  about  November  17,  1952,  plaintiff 
herein,  through  his  attorney,  directed  letters  to  the 
Bendix  Aviation  Corporation  and  to  Douglas  Air- 
craft Co.  Inc.,  both  customers  of  defendant  Edcliff 
Instrmnents,  alleging  that  said  Bendix  Aviation 
Corporation  and  said  Douglas  Aircraft  Co.  Inc.,  by 
use  of  "linear  motion  potentiometers"  purchased 
from  defendant  Edcliff  Instruments,  would  infringe 
said  United  States  Patent  No.  2,515,981,  whereby 
plaintiff  attempted  to  induce  these  customers  to  dis- 
continue the  purchase  of  linear  motion  potentio- 
meters from  said  defendant. 

3.  That  the  present  action  for  infringement  was 
instituted  by  plaintiff  against  these  defendants  by 
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filing  a  complaint  in  this  action  on  or  about  Novem- 
ber 21,  1952,  and  that  on  or  about  January  23,  [27] 
1953,  plaintiff  filed  the  Amended  Complaint  herein 
in  which  he  alleged  the  infringement  by  these  de- 
fendants in  the  manufacture,  use  and  sale  of  poten- 
tiometers, of  United  States  Patents  No.  2,515,981 
and  No.  2,515,980,  and  each  of  them,  alleged  by 
plaintiff  to  be  his  property;  that  in  answering  the 
Amended  Complaint  on  file  herein,  defendants  al- 
lege as  their  tenth  affirmative  defense  that  all  of 
the  potentiometers  made,  used  or  sold  by  them,  ex- 
cepting only  eight  (8)  such  potentiometers,  have 
been  sold  to  the  United  States  Government,  its 
contractors  or  subcontractors;  that  under  the  pro- 
visions of  Section  1498  of  Title  28  of  the  United 
States  Code,  plaintiff's  sole  remedy  with  respect  to 
the  alleged  infringement  by  the  potentiometers  thus 
sold  to  the  United  States  Government,  its  contrac- 
tors or  subcontractors,  is  against  the  United  States 
in  the  Court  of  Claims. 

4.  That  these  defendants  are  entitled  to  a  de- 
cision by  this  Court  on  the  issue  of  infringement  of 
United  States  Patents  No.  2,515,981  and  No.  2,515,- 
980  by  the  products  of  these  defendants,  and  on  the 
issue  of  validity  of  said  patents,  so  that  the  business 
of  defendant  Edcliff  Instruments  of  selling  po- 
tentiometers will  not  be  interfered  with  by  reason 
of  plaintiff's  suit  or  threats  to  sue  the  United  States 
Government  or  customers  who  purchase  potentiom- 
eters from  said  defendant. 

5.  That  there  is  an  actual  controversy  now  ex- 
isting between  the  parties  hereto  with  respect  to 
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which  these  defendants  need  and  request  a  declara- 
tion of  their  rights  by  this  Court  in  that,  among 
other  things: 

(a)  These  defendants  contend  and  maintain,  and 
the  plaintiff  Marian  E.  Bourns  and  defendants 
Bourns  Position  Instruments,  Inc.  and  Bourns 
Laboratories  Instruments  Sales  Corporation  deny, 
that  they  have  not  infringed  and  do  not  infringe 
United  States  Patents  No.  2,515,981  or  No.  2,515,- 
980,  or  either  of  them,  by  their  manufacture,  use 
or  sale  of  potentiometers. 

(b)  These  defendants  contend  and  maintain,  and 
plaintiff  [28]  Marian  E.  Bourns  and  defendants 
Bourns  Position  Instruments,  Inc.  and  Bourns  Lab- 
oratories Instruments  Sales  Corporation  deny,  that 
United  States  Patent  No.  2,515,981  is  invalid  and 
void  for  the  reason  that  it  does  not  disclose  a  pat- 
entable invention  in  view  of  the  state  of  the  art  at 
and  prior  to  the  time  that  United  States  Patent 
Application  Serial  No.  9,697  was  filed  by  plaintiff 
and  with  relation  to  which  said  United  States 
Patent  No.  2,515,981  is  a  division. 

(c)  These  defendants  contend  and  maintain,  and 
plaintiff  Marian  E.  Bourns  and  defendants  Bourns 
Position  Instruments,  Inc.  and  Bourns  Laboratories 
Instruments  Sales  Corporation  deny,  that  United 
States  Patent  No.  2,515,981  is  invalid  and  void  in 
that  prior  to  any  supposed  invention  or  discovery 
by  plaintiff,  the  thing  or  things  as  alleged  to  be 
patented  by  said  United  States  Patent  No.  2,515,981 
have  been  patented  or  described  in  certain  printed 
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publications  or  Letters  Patent  before  the  alleged 
invention  or  discovery  thereof  by  plaintiff. 

(d)  These  defendants  contend  and  maintain,  and 
plaintiff  Marian  E.  Bourns  and  defendants  Bourns 
Position  Instruments,  Inc.  and  Bourns  Laboratories 
Instruments  Sales  Corporation  deny,  that  United 
States  Patents  No.  2,515,981  and  No.  2,515,980,  and 
each  of  them,  are  invalid  and  void  under  the  pro- 
visions of  Section  102(b)  of  Title  35  of  the  United 
States  Code,  because  the  alleged  invention  or  in- 
ventions purported  to  be  patented  therein  v^ere,  for 
more  than  one  year  prior  to  any  application  for 
United  States  Patent  for  said  alleged  inventions,  in 
public  use  and  sale  in  the  United  States  by  said 
Marian  E.  Bourns  and  others. 

(e)  These  defendants  contend  and  maintain,  and 
plaintiff  Marian  E.  Bourns  and  defendants  Bourns 
Position  Instruments,  Inc.  and  Bourns  Laboratories 
Instruments  Sales  Corporation  deny,  that  the  re- 
spective claims  of  United  States  Patents  No.  2,515,- 
981  and  No.  2,515,980,  and  each  of  them,  cannot  be 
given  an  interpretation  or  a  construction  which 
will  include  any  structure  or  device  made  or  sold 
by  these  [29]  defendants,  and  that  is  said  claims 
be  so  interpreted  and  construed  as  to  include  within 
their  purview  any  of  said  structures  or  devices,  then 
said  claims  are  anticipated  and  invalid  in  view  of 
the  state  of  the  art  existing  in  this  country  at  the 
time  of,  and  long  prior  to,  the  alleged  inventions 
defined  in  said  claims. 

(f)  These  defendants  contend  and  maintain,  and 
plaintiff  Marian  E.  Bourns  and  defendants  Bourns 
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Position  Instruments,  Inc.  and  Bourns  Laboratories 
Instruments  Sales  Corporation  deny,  that  the  claim 
of  United  States  Patent  No.  2,515,981  and  the 
claims  of  United  States  Patent  No.  2,515,980  must 
be  so  narrowly  construed  as  to  be  incapable  of  being 
validly  applied  to  any  potentiometers  manufac- 
tured, used  or  sold  by  the  defendants.  [30] 
***** 

JAMES  B.  CHRISTIE, 
ROBERT  L.  PARKER,  JR. 
GIBSON,  DUNN  &  CRUTCHER, 
SAMUEL  O.  PRUITT,  JR., 
F.  DANIEL  FROST  III, 
/s/  By   GLENN  WARNER  by  Bill  Clark 
Attorneys  for  Defendants  Edcliff  Instruments,  Ed- 
mund W.  Pitzer  and  Clifford  Dillon.  [34] 

[Endorsed]  :  Filed  November  2,  1953. 


[Title  of  District  Court  and  Cause.] 

REPLY  OF   PLAINTIFF   TO   COUNTER- 
CLAIM IV. 

*****  |-3g] 

Counterclaim  IV. 

1.  Answering  paragraph  1  of  said  Counterclaim, 
plaintiff  and  defendants  Bourns  Laboratories  In- 
striunents  Sales  Corporation  and  Bourns  Position 
Instruments,  Inc.  admit  that  defendants  invoke  the 
jurisdiction  of  this  Court,  as  alleged  therein. 

2.  Answering  paragraph  2,  plaintiff  and  defend- 
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ants  Bourns  Laboratories  Instruments  Sales  Cor- 
poration and  Bourns  Position  Instruments,  Inc.  ad- 
mit the  allegations  contained  therein. 

3.  Answering  paragraph  3,  plaintiff  and  defend- 
ants Bourns  Laboratories  Instruments  Sales  Cor- 
poration and  Bourns  Position  Instruments,  Inc. 
specifically  deny  the  allegations  of  the  alleged  tenth 
affirmative  defense  of  defendants  to  the  effect  that 
all  of  the  potentiometers  made,  used  or  sold  by 
them,  excepting  only  eight,  have  been  sold  to  the 
L'nited  States  Government,  its  contractors  or  sub- 
contractors. Further  answering  said  paragraph, 
plaintiff  and  defendants  Bourns  Laboratories  In- 
struments Sales  Corporation  and  Bourns  Position 
Instrmnents,  Inc.  admit  the  remaining  allegations 
contained  therein  [40] 

4.  Answering  paragraph  4,  plaintiff  and  defend- 
ants Bourns  Laboratories  Instruments  Sales  Cor- 
poration and  Bourns  Position  Instrmnents,  Inc.  ad- 
mit that  defendants,  and  allege  that  plaintiff  as 
well,  are  entitled  to  a  decision  by  this  Court  on  the 
issue  of  infringement  of  United  States  Letters 
Patent  Xo.  2,515,981  and  No.  2,515,980  by  the  pro- 
duets  of  defendants,  and  on  the  issue  of  validity  of 
said  patents.  Furiher  answering  said  paragraph, 
plaintiff  and  defendants  Bourns  Laboratories  In- 
struments Sales  Corporation  and  Bourns  Position 
Instnmients,  Inc.  deny  each  and  every  other  al- 
legation contained  therein. 

5.  Answering  paragraph  5,  plaintiff  and  defend- 
ants Bourns  Laboratories  Instrmnents  Sales  Cor- 
poration and  Bourns  Position  Instruments,  Inc.  ad- 
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mit  that  an  actual  controversy  exists  between  the 
parties  hereto  with  respect  to  the  issues  of  validity 
and  infringement  of  patents  No.  2,515,981  and  No. 
2,515,980.  *****  [41] 

/s/  LYON  &  LYON, 
/s/  By   LOUIS  E.  LYON, 
Attorneys    for    Plaintiff    and    for   Defendants    on 
Counterclaims  Bourns  Laboratories  Instruments 
Sales  Corporation  and  Bourns  Position  Instru- 
ments, Inc.  [42] 

[Endorsed]  :  Filed  December  14,  1953. 


[Title  of  District  Court  and  Cause.] 

NOTICE  OF  MOTION  FOR  A  PARTIAL  SUM- 
MARY JUDGMENT  AND  FOR  AN  ORDER 
OF  DIRECTION  AS  TO  FURTHER  PRO- 
CEEDINGS AND  REASONS  AND  POINTS 
AND  AUTHORITIES  IN  SUPPORT 
THEREOF 

To  the  Plaintiff,  Marian  E.  Bourns,  and  to  Lyon  & 
Lyon  and  Lewis  E.  Lyon,  Esq.,  his  Attorneys 
of  Record: 

Please  take  notice  that  on  Monday,  the  25th  day 
of  January,  1954,  at  the  hour  of  10:00  o'clock  a.m. 
or  as  soon  thereafter  as  counsel  may  be  heard,  in 
the  courtroom  of  Judge  Leon  R.  Yankwich,  in  the 
United  States  Post  Office  and  Court  House  Build- 
ing, Spring  and  Temple  streets,  Los  Angeles,  Cali- 
fornia, the  defendants  Edcliff  Instruments,  a  cor- 
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poration,  Edmund  W.  Pitzer  and  Clifford  Dillon, 
and  each  of  them,  will  move  the  above  entitled 
Court  as  f ollov^^s : 

(a)  For  a  summary  judc^ment  (interlocutory  in 
character)  in  favor  of  said  defendants,  and  each  of 
them,  for  the  following  parts  of  the  claims  asserted 
by  the  plaintiff,  Marian  E.  Bourns,  in  his  Amended 
Comi)laint  herein,  as  to  each  of  which  parts  there 
is  no  genuine  issue  of  fact  material  to  the  disposi- 
tion thereof  and  as  to  which  the  sole  remedy  avail- 
able to  the  plaintiff  is  by  way  of  an  action  for  dam- 
ages against  the  United  States  Government  in  the 
Court  of  Claims  pursuant  to  the  provisions  of  Sec- 
tion 1498  of  Title  28  of  the  United  States  Code: 

(1)  That  part  of  plaintiff's  claims  which  seek  an 
accounting  and  damages  for  the  alleged  infringe- 
ment by  the  defendants,  and  each  of  them,  of  Let- 
ters Patent  of  the  United  States  No.  2515980  and 
No.  2515981  to  the  extent  that  said  alleged  infringe- 
ments arose  out  of  the  manufacture  of  potentiom- 
eters for  the  United  States  Government  and  with 
the  authorization  and  consent  of  the  United  States 
Government ; 

(2)  That  part  of  plaintiff's  claims  which  seek  a 
preliminary  and  permanent  injunction  restraining 
defendants,  and  each  of  them,  from  directly  or  in- 
directly infringing  Letters  Patent  of  the  United 
States  No.  2515980  and  No.  2515981  to  the  extent 
that  said  alleged  infringement  may  [45]  arise  out 
of  the  manufacture  of  potentiometers  for  the  LTnited 
States  Government  and  with  the  authorization  and 
consent  of  the  United  States  Government. 
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(b)  For  an  order,  with  respect  to  the  hereinabove 
specified  parts  of  the  claims  asserted  by  the  plain- 
tiff in  his  Amended  Complaint  herein,  specifying 
(i)  that  the  facts  material  to  the  disposition  thereof 
are  without  substantial  controversy,  and  (ii)  that 
plaintiff  is  barred  by  the  provisions  of  Section  1498 
of  Title  28  of  the  United  States  Code  from  asserting 
any  of  said  claims  against  these  defendants,  or  any 
of  them,  and  directing  that  all  further  proceedings 
herein  shall  be  conducted  accordingly. 

This  motion  will  be  made  and  based  upon  this  No- 
tice of  Motion,  upon  Rule  56  of  the  Federal  Rules 
of  Civil  Procedure,  upon  the  affidavits  of  Clifford 
Dillon,  Edmund  TV".  Pitzer,  Raymond  E.  Bossarte, 
Marion  J.  Kruzic,  Clyde  V.  Grant,  Jr.,  Frederick 
E.  MacArthur,  Jr.,  Ed  Deardorff,  John  C.  Werner, 
and  Leonard  Comegys  filed  concurrently  herewith, 
upon  the  Statement  of  Points  and  Authorities  at- 
tached hereto,  upon  the  Amended  Complaint,  and 
upon  all  the  files  and  records  in  the  above  entitled 
action. 

Dated  at  Los  Angeles,  California,  this  15th  day 
of  January,  1954. 

JAMES  B.  CHRISTIE 
ROBERT  L.  PARKER,  JR. 
CIBSON,  DUNN  &  CRUTCHER 
SAMUEL  O.  PRUITT,  JR. 
F.  DANIEL  FROST  III 
GLENN  WARNER 
/s/  By   GLENN  WARNER 
Attorneys  for  defendants,  Edcliff  Instruments,  Ed- 
mund W.  Pitzer  and  Clifford  Dillon.  [46] 
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Points  and  Authorities  in  Support  of  Defendants* 
Motion  for  Summary  Judgment 

Preliminary  Statement 

Plainti:ff's  Amended  Complaint  consists  of  two 
counts,  the  first  of  which  purports  to  state  a  claim 
against  defendants  for  infringement  of  United 
States  Letters  Patent  No.  2515980  and  No.  2515981. 
The  second  count  purports  to  state  a  claim  for  re- 
lief arising  out  of  the  alleged  api)ropriation  by 
the  defendants  of  unspecified  "confidential  and 
secret  fabrication  techniques,  trade  secrets  and 
know-how"  which  were  allegedly  owned  by  the 
plaintiff.  This  Motion  is  addressed  only  to  the  first 
count  and  to  the  relief  requested  by  the  plaintiff 
for  the  acts  complained  of  therein. 

The  affidavits  filed  concurrently  herewith  in  sup- 
port of  the  motion  herein  show  (i)  that  neither  of 
defendants  Clifford  Dillon  nor  Edmund  W.  Pitzer 
has  manufactured  or  sold  potentiometers  except  in 
his  capacity  as  a  partner  in  Edcliff  Instruments,  a 
co-partnership,  or  as  an  officer  and  director  of  its 
successor  corporation,  Edcliff  Instruments,  one  of 
the  defendants  herein;  (ii)  that  all  potentiometers 
manufactured  or  sold  by  Edcliff  Instruments,  a  co- 
partnership, were  manufactured  for,  and  sold  to, 
the  United  States  Government  or  to  contractors  or 
subcontractors  for  the  United  States  Government 
imder  contracts  issued  by  the  United  States  Gov- 
ernment, and  that  Edcliff  Instruments,  a  co-part- 
nership, acted  as  a  contractor  or  subcontractor  for 
the  United  States  Government  in  said  manufacture 
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and  sale  of  potentiometers;  and  (iii)  that,  except 
for  the  sale  of  fourteen  potentiometers  to  civilians 
for  civilian  use,  all  potentiometers  manufactured  or 
sold  by  defendant  Edcliff  Instruments,  a  corpora- 
tion, were  manufactured  for,  and  sold  to,  the 
United  States  Government  or  to  contractors  or  sub- 
contractors for  the  United  States  Govermnent  under 
contracts  issued  by  the  United  States  Government 
and  that  Edcliff  Instriunents,  a  corporation,  acted  as 
a  contractor  or  subcontractor  for  the  United  States 
Government  in  said  manufacture  and  sale  of  po- 
tentiometers. It  is,  [47]  therefore,  abundantly  clear 
that  all  potentiometers  manufactured  by  the  de- 
fendants herein  were  manufactured  for  or  used  by 
the  United  States  Government,  save  for  fourteen 
potentiometers  sold  by  defendant  Edcliff  Instru- 
ments, a  corporation,  to  civilian  purchasers  for 
civilian  use,  which  sales  are  more  particularly  de- 
scribed in  the  affidavit  of  Clifford  Dillon  filed  con- 
currently herewith. 

For  these  reasons,  the  defendants  respectfully 
submit  that  Section  1498  of  Title  28  of  the  United 
States  Code  limits  the  issues  relative  to  patent  in- 
fringement for  determination  by  this  Court  under 
the  Amended  Complaint  to  (i)  whether  or  not  the 
potentiometers  sold  by  defendant  Edcliff  Instru- 
ments, a  corporation,  to  civilian  purchasers  for 
civilian  use  infringe  upon  plaintiff^s  patent  and,  if 
so,  the  extent  plaintiff  has  been  damaged  by  said 
sales  and  (ii)  whether  or  not  defendants  should  be 
enjoined  from  making  sales  of  potentiometers  to 
civilians  for  civilian  use.  If  plaintiff  would  seek  a 
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remedy  arising  out  of  any  other  sales  of  potentiom- 
eters by  defendants,  or  any  of  them,  that  statute 
compels  him  to  seek  that  remedy  against  the  United 
States  Government  in  the  Court  of  Claims  and  not 
here. 

1.  Section  1498  of  Title  28  of  the  United  States 
Code  provides  that  a  patentee's  sole  remedy  for  an 
alleged  infringement  of  patents  arising  out  of  the 
manufacture  or  use  of  a  device  by  a  Government 
subcontractor  for  the  United  States  Government 
shall  be  by  an  action  against  the  United  States 
Government  in  the  Court  of  Claims. 

The  language  of  Section  1498  of  Title  28  of  the 
United  States  Code  is  clear  and  unambiguous.  That 
section  provides,  in  part,  as  follows: 

''Sec.  1498.  Patent  Cases 

"Whenever  an  invention  described  in  and  covered 
by  a  patent  of  the  United  States  is  used  or  manu- 
factured by  or  for  the  United  States  without  li- 
cense of  the  owner  thereof  or  lawful  right  to  use  or 
manufacture  the  same,  the  owner's  remedy  shall  be 
by  action  against  the  United  States  in  the  Court  of 
Claims  for  the  recovery  of  his  reasonable  and  entire 
compensation  for  such  use  and  manufacture. 

"For  the  purposes  of  this  section,  the  use  or  man- 
ufacture of  an  invention  described  in  and  covered 
by  a  patent  of  the  United  States  by  a  contractor, 
a  subcontractor,  or  any  person,  firm  or  corporation 
for  the  Government  and  with  the  authorization  or 
consent  of  the  Government,  shall  be  construed  as 
use  or  manufacture  for  the  United  States." 
28  U.S.C,  §  1498 
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The  courts  have  repeatedly  held  that  this  statute 
takes  away  the  right  of  a  patentee  to  sue  a  Gov- 
ernment contractor  or  subcontractor  for  infringe- 
ment if  the  alleged  infringement  resulted  from  the 
manufacture  of  a  device  for  the  United  States  Gov- 
ernment, and  the  patentee's  sole  remedy  is  against 
the  United  States  in  the  Court  of  Claims. 

Richmond   Screw   Anchor  Company,   Inc.,   vs. 
United  States  (1928),  275  U.S.  331,  72  L.Ed. 
303 
Pollen  vs.  Ford  Instrument  Co.  (2nd  Cir.  1940), 

108  F.2d  762 
Bereslavsky  vs.  Esso   Standard  Oil   Co.    (4th 

Cir.  1949),  175  F.2d  148 
Hazeltine  Corporation  vs.  General  Electric  Co. 
(D.C.  Md.  1937),  19  F.  Supp.  898  [49] 
In  its  original  form.  Section  1498  applied  only 
to  prime  contractors  who  dealt  directly  with  the 
Federal  Government.  Even  then,  however,  its  pur- 
pose was  clear — to  assure  to  the  Federal  Govern- 
ment a  free  and  unimpeded  flow  of  essential  war 
goods    by    prohibiting    patent    infringement    suits 
against  Government  contractors.  The  United  States 
Supreme  Court  adopted  this  interpretation  of  the 
statute  in  forceful  and  unequivocal  language  when 
it  observed: 

"*  *  *  The  intention  and  purpose  of  Congress  in 
the  Act  of  1918  was  to  stimulate  contractors  to 
furnish  what  was  needed  for  the  war,  without  fear 
of  becoming  liable  themselves  for  infringements 
to  inventors  or  the  owners  or  assignees  of  patents. 
The  letter  of  the  Assistant  Secretary  of  the  Navy, 
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upon  which  the  Act  of  1918  was  passed,  leaves  no 
doubt  that  this  was  the  occasion  for  it.  To  accomp- 
lish this  governmental  purpose,  Congress  exercised 
the  power  to  take  away  the  right  of  the  owner  of 
the  i)atent  to  recover  from  the  contractor  for  in- 
fringements *  *  *" 

Richmond  Screw  Anchor  Company,  Inc.  vs. 
United  States,  275  U.S.  331,  72  L.Ed.  303, 
308 

In  1942  the  statute  was  cast  in  its  present  foiTQ 
so  as  to  include  subcontractors  within  its  purview. 
The  amending  language  appears  in  the  second  para- 
graph of  Section  1498  which  provides  that  the 
statute  shall  apply  to  subcontractors  who  manufac- 
ture a  device  for  the  Government  and  with  the 
authorization  or  consent  of  the  Government.  It  is 
particularly  significant  to  observe  that  this  lan- 
guage was  not  designed  to  narrow  the  scope  of  the 
statute  but,  quite  to  the  contrary,  to  broaden  its 
application  by  extending  its  benefits  to  subcontrac- 
tors, as  well  as  prime  contractors,  of  the  Federal 
Government.  That  this  was  the  purpose  of  the 
amendment  is  well  expressed  [50]  by  the  court  in 
Bereslavsky  vs.  Esso  Standard  Oil  Co.,  supra,  (4th 
Cir.  1949),  175  F.2d  148,  which  quoted  with  ap- 
proval from  an  opinion  of  the  Judge  Advocate 
General  as  follows: 

"  'A  review  of  the  history  of  this  section,  both 
before  and  during  its  pendency  before  the  Con- 
gress, discloses  that  its  sole  and  only  purpose  was 
to  broaden  the  scope  of  the  act  of  June  25,  1910,  as 
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amended,  so  to  to  remove  any  further  doubt  that 
subcontractors  and  other  suppliers  of  goods  and 
materials  to  the  government  were  included  within 
the  terms  of  that  act  to  the  same  extent  as  prime 
contractors  to  the  Government  were ;  a  construction 
previously  admitted  to  be  true  by  all  parties  con- 
cerned. Nothing  in  the  wording  of  the  section  itself, 
or  in  its  legislative  history,  contemplated  any  limi- 
tation on  the  scope  of  the  act  of  June  25,  1910,  as 
amended,  or  indicated  the  attachment  of  any  con- 
ditions v'here  were  not  existent  before  its  pass- 
age *  *  *'"    (Emphasis  added) 

Bereslavsky  vs.   Esso    Standard   Oil   Co.,   175 
F.2d  148,  150-151 

Similarly,  the  court  in  Drexler  vs.  Koza  (D.C. 
Pa.  1950),  88  F.  Supp.  298,  in  referring  to  the  pur- 
pose of  the  amendment,  observed: 

"For  while  the  quoted  provision  undoubtedly 
applies  to  28  U.S.C.A.  §  1498,  since  the  latter  is  but 
a  codification  of  the  Act  of  1910  as  amended,  it  is 
clear  that  it  was  intended  to  broaden,  rather  than 
to  narrow,  the  scope  of  that  statute.  Bereslavsky 

vs.  Standard  Oil  Co.  of  New  Jersey,  D.  C.  82  [51] 
F.  Supp.  939,  944,  and  legislative  history  referred 
to  therein.  In  other  words.  Section  6  of  the  Royalty 
Adjustment  Act  brought  within  the  scope  of  what 
is  now  28  U.S.C.A.  §  1498  the  manufacture  and  use 
of  infringing  devices  by  contractors,  subcontractors 
or  other  persons  for  the  Government,  even  though 
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such  devices  were  not  actually  used  by  the  Govern- 
ment itself,  but  only  if  such  manufacture  or  use 
was  with  the  authorization  or  consent  of  the  Gov- 
ernment. Obviously  use  by  the  Government  itself 
implies  consent  and  express  consent  need  not  be 
shown."  (Emphasis  added) 

Drexler  vs.  Koza,  88  F.  Supp.  298,  300 

2.  All  potentiometers  manufactured  by  defend- 
ants herein  with  the  exception  of  fourteen  potentio- 
meters manufactured  for  and  delivered  to  civilians 
for  civilian  use  have  been  manufactured  with  the 
authorization  and  consent  of  the  United  States  Gov- 
ernment. 

The  key  to  a  determination  of  the  applicability 
of  Section  1498  is  whether  or  not  the  allegedly  in- 
fringing device  was  manufactured  with  the  author- 
ization and  consent  of  the  United  States  Govern- 
ment. If  so,  then  no  claim  of  patent  infringement 
may  be  asserted  in  a  Federal  District  Court  against 
the  manufacturer.  That  authorization  and  consent 
may  appear  in  a  variety  of  ways.  In  Bereslavsky 
vs.  Esso  Standard  Oil  Co.,  supra,  (4th  Cir.  1949), 
175  F.2d  148,  plaintiff  appealed  from  a  judgment 
in  favor  of  the  defendant  in  a  patent  infringement 
suit.  The  plaintiff  owned  a  patent  on  a  motor  fuel 
containing  a  certain  compoimd.  The  defendant  man- 
ufactured and  delivered  such  a  motor  fuel  to  the 
Defense  Supplies  Corp.,  which  was  wholly  owned 
by  the  Reconstruction  Finance  Corporation.  The 
defendant   contended   in    a   motion    for   summary 
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judgment  that  the  sales  [52]  were  within  the  pro- 
tection of  Section  1498.  In  holding  that  the  process- 
ing was  with  the  consent  of  the  Government,  the 
court  quoted  with  approval  from  an  opinion  of  the 
Judge  Advocate  General  of  the  Army: 

^^  ^Authorization  or  consent'  on  the  part  of  the 
Government  may  be  given  in  many  ways  other  than 
by  letter  or  other  direct  form  of  commimication. 
*  *  *  the  specifications  and  the  contract  may  be 
silent  with  respect  to  the  use  of  patented  inventions. 
In  such  event,  if  the  invention  for  which  claim  is 
made  is  incorporated  in  the  articles  delivered  to  the 
United  States  under  the  terms  of  the  contract,  the 
acceptance  of  such  articles  as  complying  with  the 
terms  of  the  contract,  constitutes  ^consent'  by  the 
Government  sufficient  to  bring  the  articles  within 
the  provisions  of  the  Act  of  June  25,  1910,  as 
amended,  supra,  and  forms  the  basis  for  the 
transfer  of  jurisdiction  over  any  claim  for  compen- 
sation  therefor   from   the    District   Court   to   the 

Court  of  Claims,  *  *  * 
«  *  4t  «  * 

"*  *  *  there  is  no  language  in  the  statute  which 
limits  its  application  to  cases  where  the  government 
contracts  expressly  for  what  will  infringe,  but,  on 
the  contrary,  it  applies  in  any  case  where  the  in- 
vention of  the  patent  is  'used  or  manufactured  by 
or  for  the  United  States/  To  limit  the  application 
of  the  statute  to  cases  where  officers  of  the  govern- 
ment intentionally  contract  for  patent  infringement 

I 
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would  in  very  lar^e  measure  defeat  its  purpose.'^ 

(Emphasis  added) 

Bereslavsky   vs.   Esso   Standard   Oil   Co.,   175 
F.2d  148,  150,  151  [53] 

Similarly,  in  Drexler  vs.  Koza,  supra,  (D.  C.  Pa. 
1950),  88  F.  Supp.  298,  the  defendant  alleged  that 
certain  of  the  infringing  tools  were  manufactured 
for  and  used  by  the  United  States,  and  that  the 
plaintiff's  sole  remedy  was  in  the  Court  of  Claims. 
In  holding  that  this  contention  was  correct,  and 
that  consent  of  the  Government  had  been  shown  by 
its  acceptance  and  use  of  the  alleged  infringing  de- 
vice, the  court  said: 

"The  plaintiff  urges  that  the  defendants  fail  to 
establish  that  the  Government  authorized  or  con- 
sented to  the  supplying  of  the  infringing  tools  to 
fill  its  orders.  Wood  vs.  Atlantic  Gulf  &  Pacific 
Co.,  D.C.  296  F.  718,  is  relied  upon  by  the  plaintiff. 
Tliat  case,  however,  is  distinguishable.  There  the 
defendant-contractor,  in  performing  a  dredging 
contract  for  the  Government,  used  an  appliance 
which  infringed  the  patent  there  in  suit.  The  de- 
fendant-contractor had  the  option  of  using  this  or 
other  means  for  carrying  out  the  contract.  The 
patented  appliance  was  not  embodied  in  any  product 
delivered  to  the  Government,  nor  was  it  manufac- 
tured for  the  Government.  The  court,  therefore, 
held  that  the  defendant-contractor's  use  of  it  under 
the  circumstances  was  not  use  for  the  Goverimient. 
Here  the  charge  of  infringement  is  against  the  very 
tools  which  were  delivered  to  the  Government  for 
its  use.  *  *  * 
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''*  *  *  Obviously  use  by  the  Government  itself 
implies  consent  and  express  consent  need  not  be 
shown."  (Emphasis  added) 

Drexler  vs.  Koza,  88  F.  Supp.  298,  299,  300  [54] 

A  court,  then,  must  look  to  determine  what  in- 
dicia of  consent  appear  from  the  facts  of  each  case 
from  which  it  can  conclude  that  the  device  in  issue 
was  manufactured  'Vith  the  authorization  and  con- 
sent" of  the  United  States  Grovemment.  The  affi- 
davits filed  concurrently  herewith  reveal  that  the 
United  States  Government  has  manifested  its  con- 
sent to  the  manufacture  by  defendants  of  potentio- 
meters which  plaintiff  claims  infringe  upon  his 
patent  by  (i)  issuing  its  own  purchase  orders  for 
said  potentiometers  directly  to  defendant  Edcliff 
Instruments  or  its  predecessor  company  (affidavit 
of  Clifford  Dillon)  ;  (ii)  inserting  an  "authoriza- 
tion and  consent"  clause  in  prime  contracts  under 
which  the  potentiometers  are  manufactured  (affi- 
davits of  Frederick  E.  Mac  Arthur,  Jr.  and  Leonard 
Coraegys) ;  (iii)  accepting  delivery  of  potentio- 
meters manufactured  by  defendants  (affidavits  of 
Clifford  Dillon,  John  C.  Werner  and  Ed  Dear- 
dorff)  and  (iv)  authorizing  payment  for  potentio- 
meters manufactured  by  defendants. 

3.  The  applicability  of  Section  1498  of  Title  28 
of  the  United  States  Code  is  properly  raised  by  a 
Motion  for  Summary  Judgment. 

Section  1498,  where  applicable,  is  a  bar  to  pro- 
ceedings in  the  Federal  District  Courts  for  patent 
infringement.  Although  it  does  not  afford  a  basis 
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for  a  motion  to  dismiss  for  lack  of  jurisdiction 
(see  Tinnerman  Products  vs.  Adel  Precision  Prod- 
ucts Corp.  [D.C.  W.Va.  1945],  62  F.  Supp.  348), 
it  presents  an  issue  which  must  be  determined  by 
the  trial  court  in  advance  of  the  trial  and  which 
therefore  is  appropriately  considered  in  a  motion 
for  summary  judgment. 

Bereslavsky  vs.  Standard  Oil  Co.  of  New  Jer- 
sey (D.C.Md.  1949),  82  F.  Supp.  939;  aff'd 
175  F.2d  148 
Broome  vs.  Hardie-Tynes  Mfg.  Co.   (5th  Cir. 

1937),  92  F.2d  886  [55] 
Hazeltine  Corporation  vs.  General  Electric  Co., 
supra,  (D.C.Md.  1937),  19  F.  Supp.  898 
Although  the  defendant  Edcliff  Instruments  and 
its  predecessor  company  have  manufactured  several 
models  of  potentiometers,  they  have  sold  only  four- 
toon  potentiometers  to  civilian  purchasers  for  civ- 
ilian use.  Of  these  fourteen  potentiometers,  eight 
were  defendant's  Model  A,  one  its  Model  B,  two 
its  Model  D,  and  three  its  Model  F.  Defendants 
contend,  therefore,  that  only  those  four  models  may 
be  considered  with  reference  to  plaintiff's  claim  of 
infringement  and  to  his  demand  for  an  injunction 
and  that  plaintiff  can  recover  damages,  if  at  all, 
only  for  his  damages  arising  out  of  the  sale  of  those 
fourteen  potentiometers. 

If  defendants'  Motion  herein  is  granted,  complex 
issues  of  infringement  and  damages  will  be  elim- 
inated and  counsel  will  be  spared  from  expending 
needless  hours  in  preparation  of  those  issues  which 
this  Court  has  no  jurisdiction  to  hear.  On  the  other 
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hand,  if  defendants'  Motion  is  denied,  then  both 
Court  and  counsel  will  be  compelled  to  try  those 
issues,  after  which  the  Court  must  decide  the  issue 
of  jurisdiction  which  is  raised  by  this  Motion. 

Under  these  circumstances,  the  procedure  af- 
forded by  Rule  56(b)  of  the  Federal  Rules  of  Civil 
Procedure  providing  for  an  interlocutory  summary 
judgment  is  singularly  appropriate.  In  this  connec- 
tion the  District  Court  in  Bereslavsky  vs.  Standard 
Oil  Co.  of  New  Jersey,  supra,  (D.C.  Md.  1949), 
82  F.  Supp.  939,  aff'd  175  F.2d  148,  stated: 

^'The  object  of  defendant's  motion  for  summary 
judgment  is  to  eliminate  from  the  present  proceed- 
ing the  question  (1)  whether  the  '100  octane  gaso- 
line' was  an  infringing  product,  and  (2)  the  matter 
of  damages  respecting  all  sales  of  defendant's  motor 
fuel  to  the  Government.  That  it  is  proper  to  [56] 
raise  and  determine  such  questions  by  a  motion  for 
summary  judgment  is  well  established.  See  Sperry 
Gyroscope  Co.  vs.  Arma  Engineering  Co.,  271  U.S. 
232,  46  S.Ct.  505,  70  L.Ed.  922 ;  Broome  vs.  Hardie- 
Tynes  Mfg.  Co.,  5  Cir.,  92  F.2d  886;  Tinnerman 
Products  vs.  Adel  Precision  Products,  D.C,  62  F. 
Supp.  348 ;  Hazeltine  Corporation  vs.  General  Elec- 
tric Co.,  D.C,  19  F.  Supp.  898  *  *  *" 

Bereslavsky  vs.  Standard  Oil  Co.  of  New  Jer- 
sey, 82  F.  Supp.  939,  941-942 
See  also : 
Lorentz   vs.   RKO   Radio    Pictures    (9th    Cir. 
1946),  155  F.2d  84;  cert.  den.  329  U.S.  727, 
91  L.Ed.  629 
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Velsicol  Corp.  v.  Hyman   (D.  C.  Colo.  1951), 

103  F.  Supp.  363 
6  Moore,  Federal  Practice   (2d  Ed.  1948),  p. 

2305 
Rule  56  (a),  (d),  Fed.  R.  Civ.  Proc. 

CONCLUSION 

Defendants  respectfully  submit  that  the  issues 
of  patent  infringement  relating  to  the  manufacture 
and  sale  of  potentiometers  for  the  United  States 
Government  may  not  be  determined  by  this  Court 
nor  may  this  Court  consider  the  propriety  of  en- 
joining defendants,  or  any  of  them,  from  so  manu- 
facturing or  selling  potentiometers  in  the  future. 
For  these  reasons,  defendants'  Motion  for  a  Sum- 
mary Judgment  should  be  granted  and  this  Court 
should  issue  its  order  directing  that  further  pro- 
ceedings shall  be  limited  to  the  issues  presented 
[57]  by  the  manufacture  and  sale  of  potentiometers 
by  defendants  to  civilians  for  civilian  use. 

JAMES  B.  CHRISTIE 
ROBERT  L.  PARKER,  JR. 
GIBSON,  DUNN  &  CRUTCHER 
SAMUEL  0.  PRUITT,  JR. 
F.  DANIEL  FROST  III 
GLENN  WARNER 
/s/  By   GLENN  WARNER 
Attorneys  for  defendants  Edcliff  Instruments,  Ed- 
mund W.  Pitzer  and  Clifford  Dillon.  [58] 

[Endorsed]  :    Filed  January  15,  1954. 
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[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  RAYMOND  E.  BOSSARTE 


State  of  California, 
County  of  Los  Angeles- 


-ss. 


Raymond  E.  Bossarte,  being  duly  sworn,  deposes 
and  says: 

I  am  employed  by  Douglas  Aircraft  Company, 
Inc.,  as  the  supervisor  of  the  Material  Control 
Records  Group  of  the  Materiel  Department,  Santa 
Monica  Division.  In  that  capacity,  I  have  in  my 
custody  certain  of  the  Company's  records  relating 
to  standard  purchased  parts,  and  I  supervise  the 
making  of  such  records  as  part  of  the  regular  and 
continuous  business  of  the  Douglas  Aircraft  Com- 
pany, Inc. 

On  19  August  1953,  I  examined  the  records  in 
my  custody,  [59]  and  from  that  examination  I  de- 
termined that  Douglas  Aircraft  Company,  Inc., 
Santa  Monica  Division,  had  ordered  and  purchased 
a  total  of  230  linear  motion  potentiometers  from 
Edcliff  Instruments  on  the  following  purchase 
orders  issued  under  the  following  United  States 
Government  contracts: 


United  States 

Government 

Purchase 

Shop  Order    Quantity  &  Model 

Prime  Contract  No. 

Order  No. 

No.               No,  Received 

W-33-038-AC-10413 

lA-383776 

5580            2  No.  2409235 
EdcliflF(D-l)(proto) 

DA-30-069-ORD-36 

lA-393218-1 

3080        132  No.  8002925 
(EdcIiflFD-1) 

W-30-069-ORD-3182 

1A-142874-F 

6019-27    75  No.  8002105 
(Edcliff  G-1) 

i 
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United  States 

Government 

Purchase 

Shop  Order 

Quantity  &  Model 

Prime  Contract  No. 

Order  No. 

No. 

No.  Received 

W-30-069-ORD-3182 

2A-621618 

6019-8 

4  No.  554563 
(EdcliffF-1) 

W-30-069-ORD-3182 

2A-149905-F 

6019-8 

3  No.  554563 
(EdclifTF-1) 

DA-30-069-ORD-36 

2A-701082 

3080 

5  No.  8002925 
(EdcliffD-1) 

W-30-069-ORD-3182 

2A-713645 

6019-8 

1  No.  554563 
(EdcliffD-1) 

W-30-ORD-069-3182 

3A-197033-F 

6019-8 

4  No.  554563 
(EdcliffD-1) 

W-30-069-ORD-3182 

3A-208203-K 

6019-8 

4  F-4Dual 

Linear 

The  records  in  my  custody  show  further  that 
said  230  linear  motion  potentiometers  were  deliv- 
ered to  the  Manufacturing  Department  of  Douglas 
Aircraft  Company,  Inc.,  Santa  Monica  Division  to 
be  incorporated  in  devices  manufactured  for  the 
United  States  Government. 

/s/  RAYMOND  E.  BOSSARTE 


Subscribed  and  Sworn  to  before  me  this  4th  day 
of  September,  1953. 

[Seal]  R.  H.  VAN  ESSELSTYN, 

Notary  Public  in  and  for  said 
County  and  State.  [60] 

[Endorsed] :    Filed  January  15,  1954. 
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[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  LEONARD  COMEGYS 

State  of  California, 
County  of  Los  Angeles — ss. 

Leonard  Comegys,  being  first  duly  sworn,  deposes 
and  says: 

I  am  employed  as  Divisional  Attorney  by  Bendix 
Aviation  Corporation,  Pacific  Division,  and  in  the 
course  of  such  employment  I  am  familiar  with  and 
have  access  to  the  terms  and  conditions  of  contracts 
between  Bendix  Aviation  Corporation,  Pacific  Divi- 
sion, and  contractors  and  sub-contractors  for  the 
United  States  Government. 

I  have  read  the  affidavit  of  John  C.  Werner  re- 
lating to  purchases  of  Bendix  Aviation  Corpora- 
tion, Pacific  Division,  from  Edcliff  Instruments  of 
linear  motion  potentiometers  under  and  pursuant 
[61]  to  United  States  Government  Contracts  No. 
DA30-069-OIID-746  and  No.  DA30-069-ORD-125. 
As  of  18  December,  1953,  I  determined  that  each 
of  those  contracts  contains  in  Clause  29  of  General 
Provisions  authorization  and  consent  provisions  as 
follows : 

I.    Contract  DA30-069-ORD-746 

29.  "Authorization  and  Consent — The  Govern- 
ment hereby  gives  its  authorization  and  consent 
(without  prejudice  to  its  rights  of  indemnification, 
if  such  rights  are  provided  for  in  this  contract) 
for  all  use  and  manufacture,  in  the  performance 
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of  this  contract  or  any  part  hereof  or  any  amend- 
ment hereto  or  any  subcontract  heremider  (includ- 
ing any  lower-tier  subcontract)  of  any  patented  in- 
vention (i)  embodied  in  the  structure  or  composi- 
tion of  any  article  the  delivery  of  which  is  accepted 
by  the  Government  under  this  contract,  or  (ii) 
utilized  in  the  machinery,  tools  or  methods  the  use 
of  which  necessarily  results  from  compliance  by  the 
Contractor  or  the  using  subcontractor  with  (a) 
specifications  or  written  provisions  now  or  here- 
after forming  a  part  of  this  contract,  or  (b)  spe- 
cific written  instructions  given  by  the  Contracting 
Officer  directing  the  manner  of  performance." 

II.    Contract  DA-30-069-ORD-125 

29.  "Authorization  and  Consent — The  Govern- 
ment hereby  gives  its  authorization  and  consent 
(without  prejudice  to  its  rights  of  indemnification, 
if  such  rights  are  provided  for  in  this  contract)  for 
all  use  and  manufacture,  in  the  performance  of  this 
contract  or  any  part  hereof  or  any  amendment 
hereto  or  any  subcontract  hereunder  (including 
any  lower-tier  subcontract),  of  any  patented  inven- 
tion (i)  embodied  in  the  structure  or  composition 
of  any  article  the  delivery  of  which  is  accepted  by 
the  Government  under  this  contract,  or  (ii)  utilized 
in  the  machinery,  tools  or  methods  the  use  of  which 
necessarily  results  from  compliance  by  the  Con- 
tractor [62]  or  the  using  subcontractor  with  (a) 
specifications  or  written  provisions  now  or  hereafter 
forming  a  part  of  this  contract,   or    (b)    specific 
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written    instructions    given    by    the    Contracting 
Officer  directing  the  manner  of  performance." 

Further  affiant  saith  not. 

/s/  LEONARD  COMEGYS 

Subscribed  and  Sworn  to  before  me  this  22nd  day 
of  December,  1953. 

[Seal]  /s/  ELENORE  E.  RICHARDSON 

Notary  Public  in  and  for  said 
County  and  State.  [63] 

[Endorsed] :    Filed  January  15,  1954. 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  CLIFFORD  DILLON 

State  of  California, 

County  of  Los  Angeles — ss.    [64] 

Clifford  Dillon,  being  first  duly  sworn,  deposes 
and  says: 

That  he  is  one  of  the  defendants  in  the  above 
entitled  action;  that  he  is  now  the  President  and 
Treasurer  of  defendant  Edcliff  Instruments,  a  cor- 
poration, and  that  he  was  formerly  a  partner  in 
Edcliff  Instruments,  a  co-partnership,  the  prede- 
cessor company  to  Edcliff  Instruments,  a  corpora- 
tion; that  he  has  never,  acting  as  an  individual  for 
his  own  behalf  and  separate  and  apart  from  his 
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position  as  a  partner  in  Edcliff  Instruments,  a  co- 
partnership, or  as  an  officer  and  director  of  de- 
fendant Edcliff  Instrimients,  a  corporation,  manu- 
factured or  sold  any  potentiometers  to  a  purchaser 
for  his  own  account. 

Further  affiant  saith  not. 

/s/  CLIFFORD  DILLON 

Subscribed  and   Sworn  to  before  me   this  15th 
day  of  January,  1954. 

[Seal]  /s/  PEARL  C.  GANZELL 

Notary  Public  in  and  for  said 
County  and  State.  [65] 

[Endorsed] :    Filed  January  15,  1954. 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  CLIFFORD  DILLON 

State  of  California, 
County  of  Los  Angeles — ss. 

Clifford  Dillon,  being  first  duly  sworn,  deposes 
and  says: 

1.  He  was  formerly  the  Secretary,  and  is  now  the 
President  and  Treasurer  of  Edcliff  Instruments,  a 
corporation,  one  of  the  defendants  named  in  the 
above  entitled  action ;  that  in  the  usual  and  custom- 
ary discharge  of  his  duties  as  such  officer  of  the 
defendant  company  he  has  in  his  possession  and 
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under  his  control  the  files  of  said  company  and  the 
files  of  its  predecessor  company,  Edcliff  Instru- 
ments, a  co-partnership,  relating  to  the  manufacture 
and  sale  of  potentiometers  by  said  companies,  and 
each  of  them;  that,  among  other  things,  said  files 
consist  of  all  purchase  orders  for  potentiometers 
received  by  the  defendant  Edcliff  Instruments  or  by 
its  predecessor,  Edcliff  Instruments,  a  co-partner- 
ship, and  all  shipping  receipts  and  invoices  issued 
by  defendant  Edcliff  Instruments  or  by  its  prede- 
cessor, Edcliff  Instruments,  a  co-partnership,  for 
potentiometers  manufactured  and  sold  by  said  com- 
panies or  either  of  them; 

2.  As  a  part  of  his  said  duties  and  in  the  usual 
and  customary  course  of  business  he  has  become 
and  now  is  familiar  with  the  contents  of  said  files 
and  with  the  circumstances  relating  to  each  sale  of 
potentiometers  by  the  defendant  Edcliff  Instru- 
ments or  by  its  predecessor,  Edcliff  Instruments,  a 
co-partnership ; 

3.  Said  files  show  that  the  defendant  Edcliff  In- 
struments and  its  predecessor,  Edcliff  Instruments, 
a  co-partnership,  have  sold,  as  of  January  1,  1954, 
a  total  number  of  4,989  potentiometers;  71  of  said 
potentiometers  were  manufactured  for  the  United 
States  Government,  were  delivered  directly  to  the 
United  States  Government,  and  were  paid  for  by 
the  United  States  Government  and  attached  hereto 
and  designated  "Exhibit  A"  is  a  list  of  said  poten- 
tiometers; 4,904  of  said  potentiometers  were  manu- 
factured for  the  United   States   Government  and 
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with  the  authorization  and  consent  of  the  United 
States  Government  and  were  sold  and  delivered  to 
contractors  or  subcontractors  for  the  United  [67] 
States  Government  pursuant  to  the  provisions  of  a 
United  States  Government  contract  or  contracts 
and,  attached  hereto  and  designated  Exhibit  "B", 
is  a  list  of  said  potentiometers ;  14  of  said  potentiom- 
eters were  manufactured  by  defendant  Edcliff  In- 
struments for,  and  sold  to,  civilian  purchasers  for 
civilian  use  and  attached  hereto  and  designed  Ex- 
hibit "C"  is  a  list  of  said  potentiometers; 

4.  All  potentiometers  sold  by  EdcUff  Instruments, 
a  co-partnership,  and,  except  for  the  sales  of  poten- 
tiometers set  forth  in  Exhibit  "C"  attached  hereto, 
all  potentiometers  sold  by  defendant  EdclifP  Instru- 
ments have  been  sold  and  delivered  either  to  the 
United  States  Government  or  to  contractors  or  sub- 
contractors for  the  United  States  Government 
pursuant  to  the  provisions  of  a  United  States  Gov- 
ernment contract  or  contracts. 

L      Further  your  affiant  saith  not. 

/s/  CLIFFORD  DILLON 

I 

■      Subscribed  and  sworn  to  before  me  this  15th  day 

of  January,  1954. 

[Seal]  /s/  PEARL  C.  GANZELL, 

Notary  Public  in  and  for  the  County  of  Los  Ange- 
les, State  of  California.  [68] 
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EXHIBIT  A 

Schedule  compiled  from  the  records  and  files  of 
Defendant  Edcliff  Instruments  showing  poten- 
tiometers sold  by  Defendants  to  the  United 
Government. 


Gov.  Agency 
Purchasing 
Agency ''A" 

Potentiometer  Model 

Purchased 

Model  A 

Model  B 

Quantity 
Purchased 

1 

1 

Model  D 

1 

Model  F 

1 

Agency  "B' 

Model  C 
Model  D 

2 
1 

Agency  "C" 

Model  A 
Model  C 

6 

8 

Model  F 

4 

Agency  "D" 

Model  C 
Model  F 

1 

4 

Agency ''E" 

Model  E 
Model  F 

6 
6 

Agency  "F" 
Agency  "G" 
Agency  "H" 
Agency  "I" 

Model  C 
Model  C 
Model  C 
Model  C 

2 
10 
14 

3 

Total... 

71 
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EXHIBIT  B 

Schedule  compiled  from  the  records  and  files  of 
Defendant  Edcliff  Instruments  showing  poten- 
tiometers sold  by  Defendant  Edcliff  Instruments 
to  purchasers  who  were  contractors  or  subcon- 
tractors for  the  United  States  Government. 

Potentiometer  Number 

Company  Model  Purchased  Purchased 

I Model  D  138 

Model  E  6 

Model  F  18 

Model  a  75 

Prototype  7 


Total 244 

II Model  D  4,100 

Model  F  348 

Prototype  6 


Total 4,454 

III Model  F  1 


Total. 


IV Model  B  4 

Model  F  2 

Model  C  6 


Total 12 

V Model  D  2 

Model  M  3 


Total -...       5 

VI Model  H  2 


Total 2 

VII ~    Model  A  2 

Total 2 
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Exhibit  B — (Continued) 


Company 

Potentiometer 
Model  Purchased 

Number 
Purchased 

VIII 

Model  B 

Total 

18 

18 

IX 

Model  C 

Total 

12 

12 

X 

Model  A 

Model  B 
Prototype 

Total 

3 
32 

8 

43 

XI  

Model  C 

Total 

2 

2 

XII 

Model  P 

Total 

1 

1 

XIII 

Model  L 

Total 

98 

98 

XIV 

Model  F 

Total 

1 

1 

XV 

Model  A 

Model  E 

Total 

2 
1 

3 

XVI 

Prototype 

Total 

5 

5 

XVII 

Model  A 

Total 

1 

1 

Grand  Total....4,904 
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EXHIBIT  C 

Schedule  compiled  from  the  records  and  files  of 
Defendant  Edcliff  Instruments  showing  poten- 
tiometers sold  by  Defendant  Edcliff  Instru- 
ments to  civilian  purchasers  for  civilian  use. 


Purchaser 


Potentiometer 
Model  Pur. 


Mellon  Institute  of  Model  A 

Ind.  Research  Model  F 

Minnesota  Mining  Model  A 
&  Manuf.  Co. 

Rehrig  Manuf.  Co.  Model  A 

Goodwin  &  McCall  Model  D 

Company  Model  A 

Hydro-Aire,  Inc.  Model  D 

Paxton  Engineer-  Model  F 

ing  Co. 

AiResearch  Model  A 

Manuf.  Co.  Model  B 


Date 
Pur. 

9/16/52 
9/16/52 
1/  9/53 
4/30/53 
8/19/53 
9/  9/52 
11/19/53 
11/19/53 
4/  8/53 
4/  2/53 
4/20/53 
6/  9/53 
7/30/53 


Total. 
[Endorsed :  Filed  Jan.  15,  1954. 


Quan. 
Pur. 

1 
1 
1 
1 
1 
2 
1 
1 
1 
1 
1 
1 
1 

14 


[Title  of  District  Court  and  Cause.] 


AFFIDAVIT  OF  CLYDE  V.  GRANT,  JR. 

State  of  California, 
County  of  Los  Angeles — ss. 

Clyde  V.  Grant,  Jr.,  being  duly  sworn,  deposes 
and  says: 

I  am  employed  by  Douglas  Aircraft  Company, 
Inc.,  as  General  Supervisor,  Cost  Accoimting,  Santa 
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Monica  Division.  In  that  capacity,  I  have  in  my 
custody  the  Santa  Monica  Division's  records  relat- 
ing to  costs,  and  to  reimbursement  under  Govern- 
ment contracts,  and  I  supervise  the  making  of  such 
records  as  part  of  the  regular  and  continuous  busi- 
ness of  the  company. 

On  7  August  1953,  I  examined  the  records  in  my 
custody  and  [73]  from  that  examination  I  deter- 
mined that  Douglas  Aircraft  Company,  Inc.  has 
been  reimbursed  for  purchases  of  236  linear  mo- 
tion potentiometers  from  Edcliff  Instruments  in 
accordance  with  the  following  schedule : 


Douglas 

Purchase 

Order  No. 

OM-lA-66841 

lA-383776 

lA-393218-1 

1A-142874-F 

2A-621618 

2A-149905-F 

2A-701082 

2A-713645 

3A-197033-F 

3A-208203-K 


Reimbursed  by 
Bell  Tel.  Lab. 
U.  S.  Government 
Bell  Tel.  Lab. 
Bell  Tel.  Lab. 
Bell  Tel.  Lab. 
Bell.  Tel.  Lab. 
Bell  Tel.  Lab. 
Bell.  Tel.  Lab. 
Bell.  Tel.  Lab. 
Bell.  Tel.  Lab. 


Reimbursed  under 

U.S.  Govt. 

Prime  Contract  No. 

W-30-069-ORD-31821 

W-33-038-ac- 10413 
DA-30-069-ORD-362 
W-30-069-ORD-3182 
W-30-069-ORD-3182 
W-30-069-ORD-3182 
DA-30-069-ORD-36 
W-30-069-ORD-3182 
W-30-069-ORD-3182 
W-30-069-ORD-3182 


Douglas  Aircraft  Company,  Inc.  has  not  yet  been 
reimbursed  for  two  (2)  Model  F-4  dual  linear  mo- 
tion potentiometers  purchased  from  Edcliff  Instru- 
ments by  Douglas  purchase  order  3A-258059-F  under 
United  States  Government  prime  contract  number 


^  Bell  Telephone  Laboratories  is  a  prime  contractor  for  the 
United  States  Government  under  contract  W-30-069-ORD-3182. 

2  Western  Electric  Company,  Inc.,  is  a  prime  contractor  for  the 
United   States   Government  under   contract  DA-30-069-ORD-36. 
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W-30-069-ORD-3182.  The  voucher  for  payment  for 
said  Model  F-4  potentiometers  was  submitted  to  the 
Bell  Telephone  Laboratories  on  July  31,  1953,  and 
will  be  paid  in  the  regular  course  of  business. 

/s/  CLYDE  y.  GRANT,  JR. 

Subscribed  and  sworn  to  before  me  this  4th  day 
of  September,  1953. 

[Seal]  /s/  GWENDOLYN  M.  LAUER  [74] 

Notary  Public  in  and  for  said  County  and  State. 

[Endorsed] :  Filed  Jan.  15,  1954. 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  MARION  J.  KRUZIC 

State  of  California, 
County  of  Los  Angeles — ss. 

Marion  J.  Kruzic,  being  duly  sworn,  deposes  and 
says: 

I  am  employed  by  Douglas  Aircraft  Company, 
Inc.,  as  General  Supervisor,  Outside  Manufacturing 
Followup,  Santa  Monica  Division.  In  that  capacity, 
I  have  in  my  custody  certain  of  the  company's  rec- 
ords relating  to  equipment  purchases. 

On  28  August  1953,  I  examined  the  records  in  my 
possession,  and  from  that  examination,  I  determined 
that  the  Douglas  Aircraft  Company,  Inc.,  Santa 
Monica  Division,  purchased  six  (6)  [75]  Model  E-1 
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Dual  Linear  Motion  Potentiometers  from  Edcliff 
Instruments  on  or  about  30  April  1951.  The  instru- 
ments were  purchased  on  Douglas  purchase  order 
OM-lA-66841,  which  order  was  issued  under  United 
States  Govermnent  prime  contract  W-30-069-ORD- 
3182. 

The  records  in  my  custody  show  further  that  the 
above  noted  potentiometers  were  assigned  to  Doug- 
las shop  order  number  6019-8,  and  were  delivered 
to  the  Manufacturing  Department  of  Douglas  Air- 
craft Co.,  Inc.,  Santa  Monica  Division,  to  be  incor- 
porated in  devices  manufactured  for  the  United 
States  Government. 

/s/  MARION  J.  KRUZIC 

Subscribed  and  sworn  to  before  me  this  4th  day 
of  September,  1953. 

[Seal]  /s/  R.  H.  VAN  ESSELSTYN       [76] 

Notary  Public  in  and  for  said  County  and  State. 

[Endorsed] :  Filed  Jan.  15,  1954. 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  FREDERICK 
E.  MacARTHUR,  JR. 

State  of  California, 

County  of  Los  Angeles — ss.  [77] 

Frederick  E.  Mac  Arthur,  Jr.,  being  first  duly 
sworn,  deposes  and  says:  I  am  employed  as  an  at- 
torney in  the  Legal  Division  of  Douglas  Aircraft 
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Company,  Inc.,  and  in  the  course  of  such  einpJO}'- 
incnt  I  am  familiar  with,  and  have  access  to,  the 
terms  and  conditions  of  contracts  between  the  Doug- 
las Aircraft  Company,  Inc.,  and  United  States  Gov- 
ernment. 

I  have  read  the  affidavit  of  Ed  Deardorff  relating 
to  purchases  by  Bendix  Aviation  Corporation,  Pa- 
cific Division,  from  Edcliff  Instruments  of  linear 
motion  potentiometers  under  and  pursuant  to  United 
States  Government  Contract  Nos.  NOa(s)  51-252 
and  NOa(s)  51-1061.  As  of  23  December  1953,  I  de- 
termined that  each  of  those  contracts  contains  au- 
thorization and  consent  provisions  as  follows : 

I.  Contract  NOa(s)  51-252 

* 'Authorization  and  consent  —  The  Government 
hereby  gives  its  authorization  and  consent  (without 
prejudice  to  its  rights  of  indemnification,  if  such 
rights  are  provided  for  in  this  contract)  for  all  use 
and  manufacture,  in  the  performance  of  this  con- 
tract or  any  part  hereof  or  any  amendment  hereto 
or  any  subcontract  hereunder  (including  any  lower- 
tier  subcontract),  of  any  patented  invention  (i)  em- 
bodied in  the  structure  or  composition  of  any  article 
the  delivery  of  which  is  accepted  by  the  Govern- 
ment under  this  contract,  or  (ii)  utilized  in  the 
machinery,  tools  or  methods  the  use  of  which  nec- 
essarily results  from  compliance  by  the  Contractor 
or  the  using  subcontractor  with  (a)  specifications  or 
written  provisions  now  or  hereafter  forming  a  part 
of  this  contract,  or  (b)  specific  written  instriTctions 
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given  by  the  Contracting  Officer  directing  the  man- 
ner of  performance." 

11.  Contract  NOa(s)  51-1061 

"Authorization  and  consent  —  The  Government 
hereby  gives  its  authorization  and  consent  (without 
prejudice  to  its  rights  [78]  of  indemnification,  if 
such  rights  are  provided  for  in  this  contract)  for  all 
use  and  manufacture,  in  the  performance  of  this 
contract  or  any  part  hereof  or  any  amendment 
hereto  or  any  subcontract  hereunder  (including  any 
lower-tier  subcontract),  of  any  patented  invention 
(i)  embodied  in  the  structure  or  composition  of  any 
article  the  delivery  of  which  is  accepted  by  the  Gov- 
ernment under  this  contract,  or  (ii)  utilized  in  the 
machinery,  tools  or  methods  the  use  of  which  neces- 
sarily results  from  compliance  by  the  Contractor  or 
the  using  subcontractor  with  (a)  specifications  or 
written  provisions  now  or  hereafter  forming  a  part 
of  this  contract,  or  (b)  specific  written  instructions 
given  by  the  Contracting  Officer  directing  the  man- 
ner of  performance." 

Further  affiant  saith  not. 

/s/  FREDERICK  E.  MacARTHUR,  JR. 

Subscribed  and  sworn  to  before  me  this  6th  day 
of  January,  1954. 

[Seal]     /s/  GWENDOLYN  M.  LAUER  [79] 
Notary  Public  in  and  for  said  County  and  State. 

[Endorsed]  :  Filed  Jan.  15,  1954. 


Marian  E.  Bourns  51 

[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  FREDERICK 
E.  MacARTHUR,  JR. 

State  of  California, 
County  of  Los  Angeles — ss. 

Frederick  E.  MacArthur,  Jr.  being  first  duly 
sworn,  deposes  and  says:  I  am  employed  as  an  at- 
torney in  the  Patent  Department  of  Douglas  Air- 
craft Company,  Inc.,  and  in  the  course  of  such 
emplojmient  I  am  familiar  with,  and  have  access 
to,  the  terms  and  conditions  of  contracts  between 
the  Douglas  Aircraft  Company,  Inc.,  and  United 
States  Government. 

I  have  read  the  affidavits  of  Clyde  V.  Grant,  Jr., 
Marion  J.  Kruzic,  and  Raymond  E.  Bossarte  relat- 
ing to  purchases  [80]  of  Douglas  Aircraft  Company, 
Inc.,  from  Edcliff  Instruments  of  236  linear  motion 
potentiometers  under  and  pursuant  to  United  States 
Government  contracts  number  W-30-069-ORD-3182, 
DA-30-069-ORD-36  and  W-33-038-ac-10413.  As  of  31 
August  1953,  I  determined  that  each  of  those  con- 
tracts contains  authorization  and  consent  provisions 
as  follows: 

I.  Contract  W-30-069-ORD-3182 
* 'Article  XLIII.  Authorization  and  Consent — The 
Government  hereby  gives  its  authorization  and  con- 
sent (without  prejudice  to  its  rights  of  indemnifi- 
cation, if  such  rights  are  provided  for  in  this  con- 
tract) for  all  use  and  manufacture,  in  the  perform- 
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ance  of  this  contract  or  any  part  hereof  or  any 
amendment  hereto  or  any  subcontract  hereunder 
(inchiding  any  lower-tier  subcontract),  of  any  pa- 
tented invention  (i)  embodied  in  the  structure  or 
composition  of  any  article  the  delivery  of  which 
is  accepted  by  the  Government  under  this  contract, 
or  (ii)  utilized  in  the  machinery,  tools  or  methods 
the  use  of  which  results  from  compliance  by  the 
Contractor  or  the  using  sub-contractor  with  (a) 
specifications  or  written  provisions  now  or  hereafter 
forming  a  part  of  this  contract,  or  (b)  specific  writ- 
ten instructions  given  by  the  Contracting  Officer 
directing  the  manner  of  performance." 

II.  Contract  DA-30-069-ORD-36 

*' Article  30.  Authorization  and  Consent — The  au- 
thorization and  consent  by  the  Government  is  hereby 
given  (without  prejudice  to  its  right  of  indenmifi- 
cation,  if  such  rights  are  provided  for  in  the  pur- 
chase order)  for  all  use  and  manufacture  in  the 
performance  of  this  purchase  order  or  any  part 
hereof  or  any  amendment  hereto  or  any  subcon- 
tract hereunder  of  any  patented  invention  (i)  em- 
bodied in  the  structure  or  composition  of  any  Article 
the  delivery  of  which  is  accepted  by  the  Government 
under  this  purchase  order,  or  [81]  (ii)  utilized  in 
the  machinery,  tools  or  methods  the  use  of  which 
results  from  compliance  by  you  or  any  using  sub- 
contractor with  (a)  specifications  or  written  pro- 
visions now  or  hereafter  forming  a  part  of  this 
purchase  order  or  (b)  specific  written  instructions 
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given  ])y  the  Contracting  Officer  directing  the  man- 
ner of  performance." 


III.  Contract  W-33-038-ac-10413 

"(a)  For  the  purpose  set  forth  in  Section  6  of  the 
Royalty  Adjustment  Act  of  1942  (Public  No.  768, 
77th  Cong.,  35  USC  94),  insofar  as  said  Section  6 
refers  to  the  Act  of  June  25,  1910,  as  amended  (35 
USC  68),  and  for  no  other  purpose  whatsoever,  the 
Government  shall,  without  prejudice  to  its  rights  of 
indemnification,  if  any,  be  deemed  to  have  given  its 
authorization  and  consent  to  the  use  and  manufac- 
ture, in  the  performance  of  this  contract  or  of  any 
subcontract  hereunder,  (1)  of  any  patented  invention 
embodied  in  the  structure  or  composition  of  any  ar- 
ticle the  delivery  of  which  is  accepted  by  the  Gov- 
ernment under  this  contract,  and  (2)  of  any  patented 
invention  utilized  in  machinery,  tools  or  methods  the 
use  of  which  (i)  is  not  known  to  the  Contractor  or  the 
using  subcontractor  to  be  within  the  prima  facie 
scope  of  any  unexpired  adversely-held  domestic  pa- 
tent or  (ii)  necessarily  results  from  compliance  by 
the  Contractor  or  such  subcontractor  with  specifi- 
cations or  written  provisions  now  or  hereafter  f oiTn- 
ing  a  part  of  this  contract  or  mth  specific  written 
instructions  given  by  the  Contracting  Officer  for  the 
purpose  of  this  paragraph." 

On  11  May  1953,  Mr.  J.  E.  Coates,  Patent  Coun- 
sel for  Douglas  Aircraft  Company,  Inc.  addressed  a 
letter  to  the  Chief  of  Ordnance,  U.S.  Army,  request- 
ing authorization  to  purchase  linear  motion  poten- 
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tiometers  from  Edcliff  Instruments.  A  letter  in 
reply  dated  8  June  1953  and  signed  by  W.  E.  Thi- 
bodeau,  Chief  [82]  Patent  Attorney  for  the  Army 
Bureau  of  Ordnance  was  received  by  Douglas  Air- 
craft Company,  Inc.,  and  is  attached  hereto  and  des- 
ignated Exhibit  A. 

Further  affiant  sayeth  not. 

/s/  FREDERICK  E.  MacARTHUR,  JR. 

Subscribed  and  sworn  to  before  me  this  4th  day 
of  September,  1953. 

[Seal]     /s/  CLARA  J.  KESLER, 

Notary  Public  in  and  for  said 
County  and  State.  [83] 

EXHIBIT  A 

ABGomory/ecn/52748 
ORDGL-PT  8  June  1953 

Douglas  Aircraft  Co.,  Inc.,  Santa  Monica,  Calif. 

Attn :  Mr.  J.  E.  Coates,  Patent  Counsel. 

Gentlemen : 

This  is  in  reply  to  your  letter  G-AN-L-33,  dated 
May  11,  1953,  on  the  subject  of  Contracts  Nos.: 
W-30-069-Ord-3182 
DA-30-069-Ord-36 
DA-30-069-Ord-125 
DA-30-069-Ord-746 
The  first  two  contracts  (Research  and  Develop- 
ment) contain  Authorization  and  Consent  Clauses, 
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without  the  qualification  "necessarily",  giving  au- 
thorization and  consent"  *  *  *  for  all  use  in  the  per- 
formance of  (the)  contract  or  any  part  (thereof) 
or  any  amendment  (thereto)  or  any  subcontract 
(thereunder)  *  *  *  of  any  patented  invention  *  *  * 
(ii)  utilized  in  *  *  *  methods  the  use  of  which  re- 
sults from  compliance  by  the  Contractor  or  the 
using  subcontractor  with  (a)  specifications  or  writ- 
ten provisions  *  *  *". 

The  last  two  contracts  (Supply)  contain  Research 
and  Development  articles  which  provide  that  re- 
search and  development  or  design  incident  to  or 
arising  from  the  performance  of  these  contracts 
shall  be  governed  by  the  provisions  of  the  basic 
contract  W-30-069-Ord-3182.  Therefore,  these  con- 
tracts, with  respect  to  experimental  activities  there- 
under, are  dependent  from  the  basic  contract  and  its 
extension  (DA-30-069-Ord-36). 

For  the  foregoing  reasons,  this  office  is  of  the 
opinion  that  use  "for  various  experimental  purposes 
directly  connected  with  [84]  subject  contracts  such 
as  specification  testing,  testing  of  sub-assemblies 
received  from  sub-contractors,  and  other  operations 
of  like  nature"  is  authorized  under  the  existing 
terms  of  the  contracts. 

For  the  reason  that  your  letter  G-L-230  dated 
April  21,  1953  to  Western  Electric  Co.  recites  "used 
for  various  experimental  purposes"  mthout  the 
limitation  "directly  connected  with  subject  con- 
tracts", it  is  emphasized  that  this  opinion  is  lim- 
ited to  such  various  experimental  purposes  as  are 
connected  with  subject  contracts.  Any  generalized 
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experimentation  must  be  governed  by  the  general 
law  on  the  subject. 

For  the  chief  of  ordnance. 

Sincerely  yours, 

/s/  W.  E.  THIBODEAU, 
Assistant.  [85] 

[Endorsed] :  Filed  Jan.  15,  1954. 
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AFFIDAVIT  OF  EDMUND  W.  PITZER 

State  of  California, 

County  of  Los  Angeles — ss.  [86] 

Edmund  W.  Pitzer,  being  first  duly  sworn,  de- 
poses and  says: 

That  he  is  one  of  the  defendants  in  the  above 
entitled  action;  that  he  is  now  the  Vice  President 
and  Secretary  of  defendant  Edcliff  Instruments,  a 
corporation,  and  that  he  was  formerly  a  partner  in 
Edcliff  Instruments,  a  co-partnership,  the  predeces- 
sor company  to  Edcliff  Instruments,  a  corporation ; 
that  he  has  never,  acting  as  an  individual  for  his 
own  behalf  and  separate  and  apart  from  his  posi- 
tion as  a  partner  in  Edcliff  Instruments,  a  co-part- 
nership, or  as  an  officer  and  director  of  defendant 
Edcliff  Instruments,  a  corporation,  manufactured  or 
sold  any  potentiometers  to  a  purchaser  for  his  own 
account. 

Further  affiant  saith  not. 

/s/  EDMUND  W.  PITZER 
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Su])scribe(l  and  sworn  to  bcvforo  me  this  ir>tli  day 
of  January,  1954. 

[Seal]     /s/  PEARL  C.  GANZELL, 

Notary  Public  in  and  for  said 
County  and  State.  [87] 

[Endorsed] :  Filed  Jan.  15,  1954. 
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AFFIDAVIT  OF  JOHN  C.  WERNER 

State  of  California, 
County  of  Los  Angeles — ss. 

John  C.  Werner,  being  duly  sworn,  deposes  and 
says : 

I  am  employed  by  Bendix  Aviation  Corporation 
as  the  Production  Control  Supervisor  of  its  Pacific 
Division  Plant  No.  1  at  North  Hollywood,  Califor- 
nia. In  that  capacity  I  have  in  my  custody  certain 
records  of  that  plant  and  I  supervise  the  making 
of  such  records  as  part  of  the  regular  and  continu- 
ous business  of  Bendix  Aviation  Corporation,  Pa- 
cific Division. 

On  October  14,  1953,  I  examined  the  records  in 
my  custody  and  from  that  examination  I  deter- 
mined that  Plant  No.  1  of  Bendix  [88]  Aviation 
Corporation,  Pacific  Division,  had  purchased  4,100 
linear  motion  potentiometers  from  Edcliff  Instru- 
ments on  the  folio-wing  purchase  orders  issued  imder 
the  following  United  States  Government  contracts: 
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United  States  Government  Prime  Contract  No. 

DA-30-069-ORD-746 

Purchase  Order  No.:  A  50340. 

Quantity  and  Model  No. 
Purchased:  3600    No.  8002925  (Edcliff  D-1) 
Received  to  10/14/53:  977. 
United  States  Government  Prime  Contract  No. 

DA-30-069-ORD-125 

Purchase  Order  No. :  A  23977. 

Quantity  and  Model  No. 
Purchased:  500    No.  8002925   (Edcliff  D-1) 
Received  to  10/14/53:  500. 

Said  records  show  further  that  all  of  said  linear 
motion  potentiometers  were  purchased  for  incorpo- 
ration into  devices  to  be  manufactured  for  the 
United  States  Government  and  that  all  potentiom- 
eters received  by  Bendix  Aviation  Corporation,  Pa- 
cific Division,  have  been  either  incorporated  into 
devices  so  manufactured,  and  delivered  to  Douglas 
Aircraft  Company,  Inc.  for  ultimate  delivery  to  the 
United  States  Government,  or  held  in  stock  for 
incorporation  into  said  devices  to  be  so  delivered  to 
Douglas  Aircraft  Company,  Inc. 

/s/  JOHN  C.  WERNER 

Subscribed  and  sworn  to  before  me  this  22nd  day 
of  December,  1953. 

[Seal]     /s/  ELENORE  E.  RICHARDSON, 
Notary  Public  in  and  for  said 
County  and  State.  [89] 

[Endorsed] :  Filed  Jan.  15,  1954. 
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MEMORANDUM  IN  OPPOSITION  TO  MO- 
TION FOR  PARTIAL  SUMMARY  JUDG- 
MENT 

***** 

*  *  *  Obviously,  at  some  time  during  the  proceed- 
ings it  will  be  necessary  to  ascertain  which  devices 
of  defendants  were  sold  to  the  Government,  its  con- 
tractors or  sub-contractors.  Plaintiff  takes  no  issue 
to  the  statement  of  law  with  respect  to  this  type  of 
device,  its  relief  lies  in  the  Court  of  claims.  Plain- 
tiff, however,  contends  that  the  relief  sought  by  the 
instant  motion  is  premature  and  essentially  point- 
less. Obviously,  those  devices  which  fall  within  the 
scope  of  Section  1498  of  Title  28  cannot  be  made 
the  subject  of  injunctive  relief  or  damages  in  this 

action.  *  *  *     [91] 
***** 

*  *  *  Although  plaintiff  agrees  that  those  devices 
which  were  sold  to  the  Government,  its  contractors 
and  sub-contractors,  must  be  excluded  from  dam- 
ages or  injunctive  relief,  it  is  felt  that  an  effort 
on  the  part  of  defendants  to  obtain  some  form  of 
order  regarding  these  devices  at  this  time  is  pre- 
mature. [92] 

***** 

LYON  &  LYON, 
/s/  By  R.  DOUGLAS  LYON, 

Attorneys  for  Plaintiff  and  for  Defendants  on 
Counterclaims.  [93] 

[Endorsed] :   Filed  February  10,  1954. 
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[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT 

Date:  Feb.  15,  1954,  at  Los  Angeles,  Calif. 

Present :  Hon.  Leon  R.  Yankwich,  District  Judge ; 
Deputy  Clerk:  John  A.  Childress;  Reporter:  Marie 
Zellner. 

Counsel  for  Plaintiff:    R.  Douglas  Lyon. 

Counsel  for  Defendants:  Glenn  Warner. 

Proceedings:  For  hearing  motion  of  defendants, 
filed  Jan.  15,  1954,  for  partial  summary  judgment 
as  to  certain  claims  and  for  an  order  of  direction 
as  to  further  proceedings. 

Filed  affidavit  of  C  Warner  in  support  of  motion. 

Lodged,  by  defendants,  proposed  form  of  order 
and  summary  judgment. 

Attorney  Warner  argues  motion. 

It  Is  Ordered  that  said  motion  of  defendants  for 
summary  judgment,  etc.,  is  denied  without  prej- 
udice to  raising  points  at  time  of  trial. 

EDMUND  L.  SMITH, 

Clerk 
/s/  By   JOHN  A.  CHILDRESS, 

Deputy  Clerk  [95] 


[Title  of  District  Court  and  Cause.] 

DEFENDANTS^  NOTICE  UNDER  35  U.S.C.  282 
***** 

3.    Within  the  present  knowledge  of  defendants, 
the  following  United  States  Letters  Patents  will  be 
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relied  ui)on  in  anticipation  of  United  States  Letters 
Patent  2,515,981  in  suit  and  will  be  relied  upon  as 
showing  the  state  of  the  art.  [97] 

H.  A.  Kiep :  Patent  No.  954,518 ;  issue  date :  April 
12,  1910. 

M.  W.  Newton:  Patent  No.  1,004,460;  issue  date: 
September  26,  1911. 

C.  W.  Mountford:  Patent  No.  1,539,266;  issue 
date :  May  26,  1925. 

W.  J.  Thayer:  Patent  No.  1,660,979;  issue  date: 
February  28,  1928. 

B.  H.  Campbell:  Patent  No.  2,125,219;  issue  date: 
July  26,  1938. 

H.  W.  Rubinstein:  Patent  No.  2,178,241;  issue 
date:  October  31,  1939. 

H.  W.  Rubinstein:  Patent  No.  2,242,327:  issue 
date :  May  20,  1941. 

C.  O.  Nelson:  Patent  No.  2,273,760;  issue  date: 
February  17,  1942. 

W.  E.  Schauer:  Patent  No.  2,280,305;  issue  date: 
April  21,  1942. 

H.  W.  Batcheller:  Patent  No.  2,306,152;  issue 
date :  December  22,  1942. 

J.  M.  Aufiero:  Patent  No.  2,420,807;  issue  date: 
May  20,  1947. 

4.  Within  the  present  knowledge  of  defendants, 
the  following  listed  publications  will  be  relied  upon 
in  anticipation  of  United  States  Letters  Patent 
2,515,981  in  suit  and  as  showing  the  state  of  the  art. 

(a)  Catalogue  of  the  Braun  Corporation  for  the 
year  1940  at  page  936. 

(b)  "Electrical  Measurements,  Laws",  McGraw- 
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Hill  Book  Company,  Inc.,  New  York,  1917,  pages 
151,  152. 

(c)  "Electronics  Dictionary",  Cooke  and  Markus, 
McGraw-Hill  Book  Company,  Inc.,  New  York, 
1945,  pages  6,327,352. 

Dated:   April  23,  1954. 

JAMES  B.  CHRISTIE, 
ROBERT  L.  PARKER,  JR. 
GIBSON,  DUNN  &  CRUTCHER, 
SAMUEL  O.  PRUITT,  JR. 
F.  DANIEL  FROST  III, 
GLENN  WARNER, 
/s/  By    SAMUEL  0.  PRUITT,  JR., 
Attorneys  for  Defendants  and 
Counterclaimants  [98] 

[Endorsed]  :   Filed  April  23,  1954. 
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OPINION 

Appearances:  For  the  Plaintiff:  Lyon  &  Lyon, 
By  Lewis  E.  Lyon,  Esq.  and  R.  Douglas  Lyon,  Esq., 
811  West  Seventh  Street,  Los  Angeles  17,  Cali- 
fornia. For  the  Defendants:  Gibson,  Dunn  & 
Crutcher,  By  Samuel  0,  Pruitt,  Jr.,  &  Glenn  War- 
ner, Esqs.,  634  South  Spring  Street,  Los  Angeles 
14,  California.  [100] 

Yankwich,  Chief  Judge: 

Action  for  infringement  of  patent  No.  2515981, 
issued  to  M.  E.  Bournes  on  July  18,  1950.  The  de- 
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fendants  have  denied  infringement  and  have  at- 
tacked the  A^alidity  of  the  patent.  No  claim  of  in- 
vention by  them  is  asserted  by  the  defendants. 
Their  challenge  of  the  validity  of  the  patent  is 
based  on  claimed  anticipation. 

I. 

The  Validity  of  the  Patent  in  Suit 

The  issues,  as  narrowed  by  the  proff,  concern  the 
validity  of  the  single  claim  of  the  patent,  which 
reads : 

*'An  adjustable  resistor  comprising  a  base  having 
a  groove  therein,  a  shaft  reciprocably  mounted  in 
the  said  groove,  a  post  mounted  transversely  to  said 
shaft  and  slidable  back  and  forth  in  said  groove, 
a  resilient  contact  place  secured  to  said  post,  a 
cover  mounted  to  said  base  over  said  groove,  an 
elongate  resistance  contact  plate  secured  to  said 
post,  a  cover  mounted  to  said  base  over  said  groove, 
and  elongate  resistance  element  and  an  electrically 
conductive  elongate  strip  disposed  parallel  and 
mounted  to  the  inner  face  of  said  cover  and  engag- 
ing the  ends  of  said  resilient  plate,  a  pair  of  teiTQ- 
inals  passing  through  and  secured  in  said  cover, 
the  inner  ends  of  said  terminals  being  electrically 
attached  to  said  element  ends,  and  a  [101]  third 
terminal  passing  through  and  secured  to  said  cover 
and  electrically  attached  to  said  elongate  strip.'' 

The  invention  is  denominated  an  "adjustable  re- 
sistor", and  is  known  in  industry  as  a  "potentiom- 
eter." 

The  inventor  has  illustrated  his  invention  in  tw^o 
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embodiments.  (See  illustrations)  The  validity  of  the 
claim  is  challenged.  The  challenge  lacks  merit. 

A  potentiometer  is  an  electro-mechanical  device 
containing  a  resistance  element  that  is  contacted  by 
a  movable  slider.  (See,  F.  E.  Dole,  Potentiometers 
in  ''Components  Handbook,"  ed.  by  John  F.  Black- 
burn, 1949)  The  patented  device  is  a  linear  type. 

The  problem  which  confronted  the  art  is  stated 
in  the  specifications  in  this  manner: 

"This  invention  relates  to  adjustable  resistors, 
and  more  particularly  to  adjustable  resistors  which 
must  respond  precisely  and  without  ambiguity  to 
the  means  which  actuates  the  movable  slider.  This 
is  a  division  of  application  Serial  No.  9,697  filed 
February  20,  1948." 

The  problem  was  met  by  the  inventor  by  provid- 
ing (a)  an  adjustable  resistor  of  simple  structure 
that  would  respond  with  precision  to  an  adjustable 
post  or  slider,  (b)  that  would  achieve  contact  in 
the  same  position  at  all  times,  and  (c)  that  could 
be  assembled  easily  and  when  assembled,  carry  out 
its  complete  function  without  disconnecting  wires 
or  disconnecting  elements  necessarily  associated 
with  the  structure  in  its  completed  form.  This  is 
invention  over  the  prior  art,  whether  [102]  it  be 
considered  in  the  light  of  the  standards  established 
by  the  1952  revision  and  codification  of  the  patent 
law  or  by  the  law  as  declared  in  decisions  prior  to 
the  revision.  (35  U.S.C.A.,  Sees.  101-103;  Pointer 
vs.  Six-Wheel  Corp.,  1949,  9  Cir.  177  F(2)  153, 
159-161;  Watson  vs.  Heil,  1951,  9  Cir.,  192  F(2) 
982,  985;  Jeoffroy  vs.  Graham,   1953,  5  Cir.,  206 
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F(2)  772,  776-777;  Application  of  O'Keefe,  1953, 
C.A.P.A.,  202  F(2)  767,  771-772;  and  see,  Kwikset 
Locks  vs.  Ilillgren,  1954,  9  Cir.,  210  F(2)  483,  485- 
486)  The  result  achieved  is  admittedly  superior, 
and,  as  one  of  the  defendants'  own  experts  testi- 
fied, the  patented  device  is  easier  and  more  eco- 
nomical to  construct.  The  defendants  have  pressed 
upon  us  a  group  of  patents  which  they  claim  an- 
ticipate the  patent  in  suit.  Two  of  these,  2,252,327 
(Rubinstein)  and  2,306,152  (Batcheller),  were  the 
references  considered  by  the  patent  office.  The  pat- 
ents referred  to  by  the  defendants  are,  in  the  order 
of  issuance: 

No.  954,518,  Keip,  April  12,  1910. 

1,004,460,  Newton,  Sept.  26,  1911. 

1,539,266,  Mountford,  Dec.  29,  1922. 

2,125,219,  Campbell,  July  26,  1938. 

2,178,241,  Rubinstein,  Oct.  31,  1939. 

2,242,327,  Rubinstein,  May  20,  1941. 

2,273,760,  Nelson,  Feb.  17,  1942. 

2,280,305,  Schauer,  April  21,  1942. 

2,306,152,  Batcheller,  Dec.  22,  1942. 

2,420,807,  Aufiero,  May  20,  1947.  [103] 

Of  these,  only  the  two  Rubinstein  patents  and 
the  Mountford  patent  relate  to  the  subject  matter 
of  the  patent  in  suit, — that  is,  "variable  resistance". 
The  others  relate  to  a  variety  of  electronic  devices 
ranging  from  therapeutic  lamps  (Ne'svton)  to  vol- 
ume control  of  hearmg  aids  (Schauer). 

The  essential  elements  of  the  present  invention, 
as  claimed,  are  not  found  in  this  prior  art,  either 
in  the  same  or  in  other  combinations.  The  defend- 
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ants  seem  to  find  the  greatest  similarity  to  the  pat- 
ent in  suit  in  Rubinstein  patent  No.  2,242,327.  But 
even  as  to  it,  it  is  not  asserted  that  the  single  claim 
in  the  present  patent  is  anticipated  by  the  claims 
or  specifications  of  the  Rubinstein  patent.  All  that 
is  claimed  is  that  one  of  the  illustrations  of  the 
device  in  the  Rubinstein  patent  is  similar  to  one  of 
the  embodiments  of  the  patent  in  suit.  Drawings 
may  anticipate  a  patent,  if  they  teach  what  the 
patentee  claims  as  his  invention.  See,  Des  Rosiers 
vs.  Ford  Motor  Co.,  1944,  1  Cir.,  143  F(2)  907, 
911-912).  However,  unless  the  drawings  specifically 
limit  the  scope  of  an  invention,  they  are  merely 
illustrative.  (See,  Permutit  vs.  Graver  Corp.,  1931, 
284  U.S.  52,  60)  The  specifications  may  limit  the 
claims.  (Schnitzer  vs.  California  Corrugated  Cul- 
vert Company,  1944,  9  Cir.,  140  F(2)  275,  276; 
Kemart  vs.  Printing  Arts  Research  Laboratories, 
Inc.,  1953,  9  Cir.,  201  F(2)  624,  629)  However,  be- 
cause "the  claim  is  the  measure  of  the  grant", — 
Universal  Oil  Co.  vs.  Globe  Oil  &  Refining  Co., 
1949,  322  U.S.  471,  484,— the  inventor  is  entitled  to 
the  full  scope  of  his  claim,  regardless  of  the  manner 
in  which  he  may  have  sought  to  illustrate  the  em- 
bodiment in  a  drawing  [104] 

Indeed,  Rubinstein  says  specifically: 
"While  I  have  shown  and  described  two  con- 
structions in  which  the  invention  may  be  advant- 
ageously embodied,  it  is  to  be  understood  that  the 
constructions  shown  have  been  selected  merely  for 
the  purpose  of  illustration  or  example  and  that 
various  changes  in  the  size,  shape  and  arrangement 
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of  the  parts  may  be  made  without  departing  from 
the  spirit  of  the  invention  or  the  scope  of  the  sub- 
joined claims." 

The  patent  in  suit  states: 

"Two  embodiments  of  the  invention  described 
generally  above  have  been  illustrated  in  the  draw- 
ings, *  *  *" 

The  inventor  has  not  limited  himself  to  them,  nor 
has  he  excluded  others. 

To  be  anticipatory,  a  patent  or  a  publication 
must, — to  use  the  language  of  Judge  Learned 
Hand:  "bear  within  its  four  corners  adequate  di- 
rections for  the  practice  of  the  patent  invalidated. 
If  the  earlier  disclosure  oifers  no  more  than  a  start- 
ing point  for  further  experiments,  if  its  teaching 
will  sometimes  succeed  and  sometimes  fail,  if  it 
does  not  inform  the  art  without  more  how  to  prac- 
tice the  new  invention,  it  has  not  correspondingly 
enriched  the  store  of  common  know^ledge,  and  it  is 
not  an  anticipation."  (Dewey  &  Almy  Chemical  Co. 
vs.  Mimex  Co.,  1942,  2  Cir.,  124  F(2)  986,  989) 

(And  see,  Lincoln  Stores,  Inc.  vs.  Nashua  Mfg. 
Co.,  1946,  2  Cir.,  157  F(2)  154,  160)  [105] 

If  the  prior  patent  does  not  solve  the  problem 
which  the  subsequent  patent  solved  ultimately,  there 
is  no  anticipation.  (See,  Williams  Iron  Works  Co. 
vs.  Hughes  Tool  Co.,  1940,  10  Cir.,  109  F(2)  500, 
510 ;  Lincoln  Stores,  Inc.  vs.  Nashua  Mfg.  Co.,  supra, 
p.  160)  And  that  is  exactly  the  situation  here. 

It  follows  that  the  patent  is  valid  and  infringed 
by  the  defendants'  devices  eniunerated  in  the  sepa- 
rate Order  to  be  filed  with  this  Opinion. 
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II. 

The  Claim  of  Unfair  Competition 
The  plaintiff  has  not  shown  any  legal  grounds  for 
relief  for  unfair  competition.  The  defendants'  in- 
struments are  all  marked  plainly  with  the  name  of 
their  company.  There  has  been  no  confusion  of 
source.  The  single  questionable  incident  was  ex- 
plained satisfactorily.  (See,  Restatement,  Torts, 
Sec.  728,  Comment  (a)  ;  and  see,  the  writer's  opin- 
ion in  Palmer  vs.  Gulf  Publishing  Co.,  1948,  D.C. 
Cal.,  79  F.  Supp.  731,  737,738)  The  claim  that  the 
defendant  Edmund  W.  Pitzer,  while  in  the  employ 
of  the  plaintiff,  learned  the  names  of  his  customers 
and  the  sources  of  supply  for  his  materials,  and 
that  he  later  appropriated  these  "trade  secrets"  is 
not  supported  by  the  record.  The  use  of  potentio- 
meters being  limited  almost  entirely  to  airplane 
manufacturers  working  in  the  field  of  guided  mis- 
sies and  constructing  chiefly  for  the  United  States 
Government,  it  follows  that  anyone  entering  the 
field  would,  of  necessity,  approach  and  solicit  these 
suppliers.  The  use  of  certain  precious  metals  in  the 
making  of  the  patented  device  was  known  to  the 
industry  and  disclosed  by  information  supplied  by 
the  Research  Departments  of  certain  Government 
Agencies  to  persons  interested  in  the  field.  So,  [106] 
granting  that  a  case  of  imfair  competition  may 
arise  from  disclosure  of  secret  practices  (See,  Du- 
pont  Powder  Co.  vs.  Masland,  1917,  244  U.S.  100; 
Riess  vs.  Sanford,  1941,  47  Cal.  App(2)  244,  246- 
247;  Smith  vs.  Dravo  Corp.,  1953,  7  Cir.,  203  F(2) 
369,  376-377),  the  facts  here  do  not  support  such 
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a  claim.  (See,  Restatement,  Torts,  Sec.  757,  Com- 
ment (b) ;  Mycalex  Coi'i).  of  America  vs.  Pemco 
Corp.,  1947,  4  Cir.,  159  F(2)  907,  912-913;  Pag- 
liero  vs.  Wallace  China  Co.,  1952,  9  Cir.,  198  F(2) 
339,  343-344;  Continental  Car-Na-Var  Corp.  vs. 
Moseley,  1944,  24  C(2)  104,  110;  Aetna  Building 
Maintenance  Co.  vs.  West,  1952,  39  C(2)  198,  204- 
206) 

In  sum,  the  defendants  deliberately  set  out  to 
appropriate  the  plaintiff's  patent  in  a  field  in  which 
they  had  very  little,  if  any,  knowledge  or  experi- 
ence. No  previous  inventive  faculty  is  claimed  by 
any  of  the  persons  composing  the  defendants  cor- 
poration. However,  such  information  as  the  defend- 
ants acquired  through  Pitzer  about  customers  and 
materials  were  matters  of  general  knowledge  in  the 
industry  and  cannot  be  turned  into  "trade  secrets", 
either  by  the  fiat  of  the  plaintiff  or  by  any  clauses 
in  the  contract  of  employment  with  Pitzer.  (See, 
Avocado  Sales  Co.,  vs.  AVyse,  1932,  122  Cal.  App. 
627,  634-636;  De  Luxe  Box  Lunch  &  Catering  Co. 
vs.  Black,  1948,  86  Cal.  App.  (2)  434,  438-439) 

Judgment  for  the  plaintiff.  The  specific  terms  to 
be  set  forth  in  a  separate  Order  filed  with  this 
Opinion. 

Dated  this  15th  day  of  July,  1954. 

/s/  LEON  R.  YANKWICH, 

Judge.    [107] 

[Endorsed] :    Filed  July  15,  1954. 
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[Title  of  District  Court  and  Cause.] 

DECISION 

The  above  entitled  cause  heretofore  tried,  ar- 
gued and  submitted,  is  now  decided  as  follows : 

Upon  the  grounds  set  forth  in  the  Opinion  filed 
herewith,  Judgment  and  Decree  will  be  for  the 
plaintiff  on  the  first  cause  of  action  as  follows: 

(a)  The  patent  in  suit  is  valid  and  the  defend- 
ants have  infringed  the  single  claim  of  the  patent. 
The  Court  designates  the  following  structures  of 
the  defendants  as  infringing: 

Exhibit  I  (Plate  6  of  Plaintiff's  Exhibit). 

Plate  9  (of  the  same  Exhibit). 

Defendants'  Exhibit  U  (Plate  11). 

Defendants'  Exhibit  T  (Plate  14). 

Plaintiff's  Exhibit  30  (Plate  17). 

Defendants'  Exhibit  E(l). 

Plate  20.  [108] 

Injunction  will  issue  enjoining  future  infringe- 
ment. Accounting  for  profits  and/or  damages  is 
ordered,  Reference  to  a  Master  to  be  made  for  such 
purposes,  after  the  Judgment  shall  have  become 
final. 

(b)  Plaintiff  to  take  nothing  by  the  second  cause 
of  action  for  unfair  competition. 

(c)  Costs  to  the  plaintiff. 
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Findings  and  Interlocutory  Decree  to  be  pre- 
pared by  counsel  for  the  plaintiff  under  Local 
Rule  7. 

Dated  this  15th  day  of  July,  1954. 

/s/  LEON  R.  YANKWICH, 

Judge.    [109] 

[Endorsed]:     Filed  July  15,  1954. 
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OBJECTIONS  OF  DEFENDANTS  TO  PLAIN- 
TIFF'S PROPOSED  FINDINGS  OF  FACT, 
CONCLUSIONS  OF  LAW,  AND  JUDG- 
MENT [110] 

Defendants  respectfully  submit  that  the  proposed 
Findings  of  Fact,  Conclusions  of  Law,  and  Judg- 
ment, heretofore  lodged  with  the  above-entitled 
Court  by  plaintiff,  are  deficient  and  do  not  in- 
clude matters  which  are  material  to  the  issues  pre- 
sented to  and  determined  by  this  Court.  Defend- 
ants are  therefore  lodging  concurrently  herewith 
their  own  proposed  Findings  of  Fact,  Conclusions 
of  Law,  and  Judgment,  which  we  believe  cures  the 
deficiencies  in  the  documents  heretofore  proposed 
by  plaintiff  and  which  carry  out  the  decision  of 
this  Court  as  set  forth  in  its  memorandum  opinion. 
This  memorandum  A^dll  point  out  the  deficiencies 
in  the  documents  proposed  by  plaintiff,  and  Avill  ex- 
plain the  additional  material  found  in  the  revised 
proposals  of  defendants.  It  should  be  pointed  out 
that  defendants  were  the  prevailing  parties  as  to 
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Count  II  of  the  Amended  Complaint,  and  we  be- 
lieve the  proposals  submitted  herewith  are  vital  to 
support  the  Court's  judgment  as  to  that  Count. 

The  proposed  Findings  of  Fact,  Conclusions  of 
Law,  and  Judgment  heretofore  lodged  by  plaintiff 
with  the  above-entitled  Court,  are  deficient  and  er- 
roneous in  the  following  respects: 

I.    Findings  of  Fact: 

A.  Findings  of  Fact  as  proposed  by  plaintiff  do 
not  include  any  Findings  which  state  that  the 
Model  B-11  and  Model  B-12  potentiometers  manu- 
factured by  defendants  do  not  infringe  U.  S.  patent 
No.  2,515,981.  The  fact  of  non-infringement  by  each 
of  said  potentiometers  is  material  to  issues  pre- 
sented by  the  Amended  Complaint  and  by  Counter- 
claim IV,  and  each  of  said  potentiometers  was 
placed  in  evidence  at  the  trial  herein  by  plaintiff. 
Plaintiff  did  not,  however,  claim  infringement  by 
said  potentiometers  and  the  decision  of  this  Court 
did  not  include  said  potentiometers  among  those 
which  it  held  infringed  plaintiff's  patent.  Since 
those  instruments  were  in  issue  at  the  trial,  they 
should  be  covered  by  the  [111]  Findings  and  Judg- 
ment. 

B.  Said  Findings  of  Fact  as  proposed  by  plain- 
tiff do  not  dispose  of  issues  presented  by  Count  II 
of  the  Amended  Complaint  for  unfair  competition 
and  decided  by  this  Court  relating  to  (1)  the  al- 
leged appropriation  by  defendants  of  plaintiff's 
trade  secrets;  (2)  the  alleged  appropriation  by  de- 
fendants of  plaintiff's  customers;   (3)  the  asserted 
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breach  by  defendants  of  tliat  (;mployment  contract 
between  defendant,  Edmund  W.  Pitzer,  and  plain- 
tiff; (4)  the  claimed  consumer  confusion  relating 
to  the  source  of  potentiometers  manufactured  by 
plaintiff  and  by  defendants;  (5)  the  claimed  at- 
tempts by  defendants  to  pass  off  potentiometers 
manufactured  by  them  as  plaintiff's;  and  (6)  the 
claimed  secondary  meaning  of  the  potentiometers 
manufactured  by  plaintiff. 

Defendants  proposed  Findings  of  Fact  incorpo- 
rate in  toto  those  proposed  by  plaintiff,  and,  be- 
ginning with  Paragraph  XXI  of  defendants'  pro- 
posed Findings  of  Fact,  add  Findings  which  we 
submit  are  essential  to  correct  the  above-noted  de- 
ficiencies in  order  to  comply  with  and  effectively 
support  the  decision  of  this  Court. 

II.    Conclusions  of  Law. 

A.  Plaintiff's  proposed  Conclusions  of  Law  are 
deficient  in  the  same  respects  and  are  subject  to 
the  same  Objections  as  his  proposed  Findings  of 
Fact. 

B.  In  addition,  plaintiff's  proposed  Conclusions 
of  Law  do  not  state  with  particularity  or  certainty 
the  scope  or  extent  of  the  injunction  to  be  entered 
herein  against  the  defendants. 

C.  Plaintiff's  proposed  Conclusions  of  Law  er- 
roneously fail  to  exempt  from  the  injunction  to  be 
entered  herein  the  sale  by  defendants  of  potentio- 
meters to  the  United  States  Government  or  to  con- 
tractors or  sub-contractors  of  the  United  [112] 
States  Government,   as  required  by   Section   1498 
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of  Title  28  of  the  U.  S.  Code.  More  than  97%  of 
all  linear  motion  potentiometers  sold  by  defendants 
have  been  sold  to  the  United  States  Government 
and  to  Douglas  Aircraft  Company,  Bendix  Avia- 
tion Corporation  and  Convair  as  contractors  for 
the  United  States  Government.  (Defendants'  Ex- 
hibit Y.)  Affidavits  which  have  been  executed  by 
counsel  for  those  companies  are  being  filed  with 
this  Court  to  show  that  those  companies  have  been 
and  now  are  authorized  by  the  United  States  Gov- 
ernment to  purchase  potentiometers  from  defend- 
ants. Any  sale  of  potentiometers  to  those  compa- 
nies, to  other  contractors  of  the  United  States  Gov- 
ernment or  to  the  United  States  Government  itself, 
should  therefore  be  exempted  from  the  injunction 
to  be  entered  herein,  as  specifically  provided  in 
Section  1498  of  Title  28  of  the  U.  S.  Code. 

Defendants  have  incorporated  Paragraphs  1 
through  4  of  plaintiff's  proposed  Conclusions  of 
Law  in  Paragraphs  6  through  9  of  the  Conclusions 
of  Law  proposed  by  defendants.  Paragraphs  1 
through  5  of  defendants'  proposed  Conclusions  of 
Law  have  been  added  and  are  designed  to  remedy 
the  above  noted  deficiencies. 

III.    Judgment. 

The  proposed  Judgment  lodged  concurrently 
herewith  by  defendants  incorporates  the  language 
of  that  Juderment  proposed  by  plaintiff,  with  the 
following  modifications : 

A.  Paragraph  IV  has  been  added  and  recites 
that  the  Model  B-11  potentiometer  and  the  Model 
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B-12  potentiometer  manufactured  by  defendants  do 
not  infringe  Letters  Patent  No.  2,515,981; 

B.  Paragraph  12  in  plaintiff's  proposed  Judg- 
ment (Paragrai:>h  13  in  defendants'  proposed  Judg- 
ment) has  been  modified  [113]  so  that  the  injunc- 
tion therein  shall  comply  with  Section  1498  of  Title 
28  of  the  U.  S.  Code; 

C.  Paragraph  13  of  plaintiff's  proposed  Judg- 
ment (Paragrai)h  14  of  defendants'  proposed  Judg- 
ment) has  been  modified  to  provide  that  plaintiff 
may  not  recover  damages  for  the  sale  of  potentio- 
meters by  defendants  to  the  United  States  Govern- 
ment or  its  contractors,  as  required  by  Section 
1498  of  Title  28  of  the  United  States  Code. 

Defendants  therefore  respectfully  object  to  the 
proposed  Findings  of  Fact,  Conclusions  of  Law, 
and  Judgment,  heretofore  lodged  with  this  Court 
by  plaintiff,  and  submit  herewith  in  lieu  thereof, 
for  consideration  by  this  Court,  their  proposed 
Findings  of  Fact,  Conclusions  of  Law,  and  Judg- 
ment. 

Dated:    September  3,  1954. 

GIBSON,  DUNN  &  CRUTCHER 
SAMUEL  O.  PRUITT,  JR. 
By    SAMUEL  O.  PRUITT,  JR. 

Attorneys  for  Defendants  and  Counterclaimants, 
Edcliff  Instruments,  Edmund  W.  Pitzer  and 
Clifford  Dillon.   [114] 

[In  ink:  Considered  Overruled.  L.  R.  Y.] 
[Endorsed] :  Lodged  September  3,  1954. 
[Endorsed]  :    Filed  September  8,  1954. 
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[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  J.  E.  COATES 

State  of  California, 
County  of  Los  Angeles — ss. 

J.  E.  Coates,  being  first  duly  sworn  deposes  and 
says: 

He  is  Chief  Patent  Counsel  for  Douglas  Air- 
craft Company,  Inc.,  Santa  Monica,  California,  and 
that  in  the  normal  and  ordinary  course  of  his  du- 
ties he  has  become  familiar  with  and  knows  the  con- 
tents of  the  records  and  files  of  that  company  re- 
lating to  the  purchase  by  Douglas  Aircraft  Com- 
pany, Inc.  of  potentiometers  from  [115]  Edcliff 
Instruments;  said  files  reveal  that  all  potentio- 
meters purchased  by  Douglas  Aircraft  Company, 
Inc.  from  Edcliff  Instruments  have  been  purchased 
with  the  authorization  and  consent  of  the  United 
States  Government  and  under  and  pursuant  to 
United  States  Government  contracts,  and  have  been 
paid  for  by  the  United  States  Government;  said 
files  further  reveal  that  all  of  said  potentiometers 
have  either  been  incorporated  by  Douglas  Aircraft 
Company,  Inc.  into  devices  which  have  been  deliv- 
ered to  the  United  States  Government,  or  have  been 
used  by  Douglas  Aircraft  Company,  Inc.  for  research 
and  development  purposes  directly  in  connection 
with  United  States  Government  classified  projects. 

Attached  hereto  and  designated  Exhibit  "A"  are 
true  and  accurate  copies  of  correspondence  between 
Douglas  Aircraft  Company,  Inc.,  and  various  agen 
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cies  of  the  United  States  Government,  in  which  the 
United  States  Government  authorized  and  con- 
sented to  the  purchase  of  said  potentiometers  from 
Edcliff  Instruments  by  Douglas  Aircraft  Company, 
Inc. 

/s/  J.  E.  COATES 

Subscribed  and  sworn  to  before  me  this  30th  day 
of  August,  1954. 

[Seal]     /s/  CLARA  J.  KESLER, 

Notary  Public  in  and  for  said 
County  and  State.    [116] 

EXHIBIT  A 

(Copy) 

Airmail  December  15,  1952  G-AN-L-13 

To:  Contracting  Officer,  Department  of  the  Navy, 
Bureau  of  Aeronautics,  Washington  25,  D.  C. 

Subject:   Contracts   NOa(s)    51-252   and   51-1061 
Notice  of  Alleged  Infringement. 

1.  Contractor  has  been  notified  by  counsel  for 
the  Bourns  Laboratories  of  Riverside,  California, 
that  the  linear  motion  potentiometers  (ORD  P/N 
8002925)  which  we  are  now  purchasing  from  the 
Edcliff  Instrument  Company  of  Pasadena,  Califor- 
nia, for  use  under  subject  contracts,  are  a  direct 
infringement  of  Bourn's  patent  No.  2,515,981.  The 
Bendix  Aviation  Corporation,  Pacific  Division, 
North  Hollywood,  California,  subcontractors  under 
subject  contracts,  has  received  a  similar  notice.  A 
copy  of  each  notice  is  enclosed. 

2.  Bourns  Laboratories  has  filed  an  action  in  the 
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United  States  District  Court,  Southern  District  of 
California,  Central  Division,  against  the  Edcliff 
Instrument  Company,  the  cause  being  entitled  Mar- 
Ian  E.  Bourns,  dba  Bourns  Laboratories,  Plaintiff, 
vs.  Edcliff  Instriunent  Company,  et  al..  Defend- 
ants. Ci\^l  Action  No.  14764. 

The  action  was  filed  21  November  1952. 

3.  For  the  present  Contractor  has  discontinued 
the  purchase  of  the  alleged  infringing  devices.  It  is 
preferable,  however,  to  have  more  than  one  sup- 
plier for  the  potentiometers  available,  in  the  inter- 
est of  both  reasonable  prices  and  timely  deliveries. 
It  is,  therefore,  respectfully  requested  that  the  Con- 
tracting Officer  specifically  authorize  Contractor 
and  its  sub-contractors  to  procure  and  use  the  al- 
leged infringing  potentiometers  in  the  performance 
of  the  work  under  subject  contracts.  [118] 

4.  The  Edcliff  Instrument  Company  has  in- 
formed the  Contractor  that  it  believes  that  the 
Bourns  patent  is  invalid  and  that  the  Edcliff  device 
does  not  infringe  thereon.  Furthermore,  Contractor 
has  been  informed  that  the  Edcliff  Company  is 
willing  to  indemnify  Contractor,  and  those  claiming 
under  him,  against  liability  for  infringement. 

Yours  very  truly, 

Douglas  Aircraft  Company,  Inc. 

J.  E.  Coates,  Patent  Counsel 
FEM:wy — cc:  E.  Curtis,  J.  A.  Dundas,  Washington 
Office,  W.  C.  Cleveland,  F.  Daniel  Frost  III, 
Gibson,  Dunn  &  Crutcher,  634  South  Spring 
Street,  Los  Angeles.  [119] 
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Air  Mail  February  27,  1953  G-AN-L-25 

(Copy) 

To:  Contracting  Officer,  Department  of  the  Navy, 
Bureau  of  Aeronautics,  Washington  25,  D.  C. 

Subject:  Contracts  NOa(s)  51-252  and  51-1061. 
Notice  of  Alleged  Infringement. 

Reference:  Douglas  Aircraft  Company  Letter 
G-AN-L-13,  15  December  1952. 

1.  It  would  be  appreciated  if  the  action  requested 
in  our  letter  of  15  December  1952,  G-AN-L-13,  re- 
garding the  Bourns-Edcliff  infringement  matter 
could  be  expedited. 

2.  We  are  about  to  write  additional  bids  on  the 
linear  potentiometers,  and,  as  we  previously  in- 
dicated, we  would  prefer  to  have  more  than  one 
source.  Our  procurement  acti^dties  are  necessarily 
restricted  until  we  receive  the  answer  requested. 

Douglas  Aircraft  Company,  Inc. 
J.  E.  Coates,  Patent  Counsel 

FEM:wy— ce:  F.  Daniel  Frost,  Gibson,  Dunn  & 
Crutcher,  634  S.  Spring  St.,  Los  Angeles,  Calif. 
E.  Curtis,  J.  Dundas,  W.  C.  Cleveland,  Wash- 
ington Office.  [120] 
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Naval  Speed  Letter 

(Copy) 

Use  for  Urgent  Leters  Only — (xx)  Regular  Mail 
— Do  Not  Clear  Through  Communication  Of- 
fice— Classification :  Unclassified. 

In  reply  refer  to:  Aer-PL-1,  NOas  51-252,  NOas 
51-1061  60374.  30  Apr  1953 

To:  Bureau  of  Aeronautics  Resident  Representa- 
tive, Santa  Monica  Division,  Douglas  Aircraft 
Company,  Inc.,  Santa  Monica,  California. 

Reference:  Barr  Douglas  Aircraft  Company,  Inc 
SPDLTR  DMK:wg,  SER  2237,  NOa(s)  51- 
252;  NOa(s)  51-1061,  G-AN-L-29,  DTD  22  Apr 
1953. 

Subject:  Contracts  NOa(s)  51-252  and  NOa(s)  51- 
1061. 

Douglas  Letters  G-AN-L-13  and  G-AN-L-25  Do 
Not  Make  Clear  the  Reasons  for  the  Douglas  Re- 
quest Particularly  as  Contracts  NOas  51-252  and 
NOas  51-1061  Include  the  ASPR  9-106  (Authoriza- 
tion and  Consent)  Clause  and  Do  Not  Contain  the 
ASPR  9-105  (Patent  Indemnity)  Clause. 

James  S.  Tassin,  Contracting  Officer 
Bureau  of  Aeronautics 

DMK:wg,  NOa(s)  51-252,  NOa(s)  51-1061. 


Marian  E.  Bourns  81 

Exbi])it  A — (Continued) 

End.  1.  May-5  1953.  From:  Bureau  of  Aeronautics 
Resident  Representative,  Santa  Monica,  Calif. 
To:  Douglas  Aircraft  Co.,  Inc.,  Santa  Monica 
Plant.  For:  Action  Indicated.  Attn:  J.  E. 
Coates  G-17.  (x)  Information.  (Stamped)  D. 
M.  Kelly  wg  By  Direction. 

Patent  Department  Received  May  6-1953  Douglas 
Aircraft  Company,  Inc. 

Copy  to  Douglas  Aircraft  Company,  Inc.,  Santa 
Monica,  California,  Department  G-17,  J.  E. 
Coates. 

Address:  Contracting  Officer,  Bureau  of  Aeronau- 
tics, Department  of  the  Navy,  Washington  25, 
D.  C.  Classification:  Unclassified.  [121] 

Copies  to:  Dundas,  Curtis,  F.  Daniel  Frost,  Wash- 
ington Office.  (Copy) 

Air  Mail  May  11,  1953  G-AN-L-33 

To:   Legal  Office,  Office,  Chief  of  Ordnance,  ORD- 
GL-PT,  Ordnance  Department,  Department  of 
the  Army,  Washington  25,  D.  C. 
Attention:  W.  E.  Thibodeau. 

Subject:  Contract  W-30-069-ORD-3182  (Bell  Tele- 
phone Laboratories  Purchase  Order  139701) 
Contract  DA-30-069-ORD-36    (Bell   Telephone 

Laboratories  Purchase  Order  170919) 
Contract  DA-30-069-ORD-125   (Western  Elec- 
tric Company,  Inc.,  Purchase  Order  M-50852) 
Contract  DA-30-069-ORD-746   (Western  Elec- 
tric Company,  Inc.,  Purchase  Order  M-52702) 
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Enclosure:    Douglas   Letter    G-L-230,    to   Western 
Electric  Co.,  Inc. 

1.  At  the  request  of  Mr.  F.  Daniel  Frost  of  the 
firm  of  Gibson  Dunn  and  Crutcher,  Los  Angeles, 
California,  Counsel  for  the  Edcliff  Instrument  Com- 
pany, Pasadena,  California,  Contractor  hereafter 
sets  forth  the  circumstances  of  the  infringement 
matter  between  the  Edcliff  Company  and  the 
Bourns  Laboratories,  Riverside,  California. 

2.  As  the  Ordnance  Department  has  been  pre- 
viously informed  by  the  Western  Electric  Company, 
Contractor  and  its  sub-contractor,  Bendix  Aviation 
Corporation,  have  received  formal  notices  of  in- 
fringement with  regard  to  Patent  No.  2,515,981 
owned  by  Bourns  Laboratories,  and  covering  Linear 
Motion  Potentiometers. 

3.  Prior  to  receiving  the  notice  of  infringement 
from  the  Bourns  Company,  Contractor  bought  po- 
tentiometers, in  the  performance  of  work  under 
subject  contracts,  from  both  Edcliff  and  Bourns, 
and  used  them  in  two  distinct  ways.  Some  of  the 
instruments  were  incorporated  in  articles  ultimately 
delivered  to  the  White  Sands  Proving  Grounds,  and 
others  were  retained  in  the  Contractor's  laboratories 
and  used  for  various  experimental  purposes  directly 
connected  with  subject  contracts  such  as  specifica- 
tion testing,  testing  of  sub-assemblies  received  from 
sub-contractors,  and  other  operations  of  [122]  like 
nature.  It  is  to  be  seen,  that  with  regard  to  the  first 
group,  the  usual  authorization  is  sufficient  to  protect 
Contractor,  because  the  government  actually  accepts 
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an  article  embodying  the  alleged  infringing  device. 
With  r(^gard  to  the  second  group  of  instruments,  the 
authorization  and  consent  clause  does  not  operate 
because  the  alleg(»d  infringing  device  is  never  em- 
bodied in  a  structure  or  article  which  is  delivered  to 
the  government,  nor  is  it  required  in  the  machinery, 
tools  or  methods  called  for  by  the  applicable  speci- 
fications. 

6.  Contractor  desires  a  determination,  at  the  ear- 
liest moment,  either  specifically  authorizing  Con- 
tractor to  purchase  the  Edcliff  devices,  or  specifically 
informing  Contractor  to  refrain  from  purchasing 
the  Edcliff  devices. 

5.  Contractor  desires  to  purchase  the  Edcliff  de- 
vices in  the  interest  of  both  lower  prices  and  timely 
delivery.  The  "price  history"  of  the  instiaiments  is 
set  forth  in  the  attached  letter. 

6.  The  authorization  and  consent  clauses  of  sub- 
ject contracts  read  as  follows: 

W-30-069-ORD-3182  (Bell  Telephone  Laboratories 
Purchase  Order  139701). 

"A.  As  to  claims  by  others  against  the  Contractor 
or  the  Laboratories  or  Western  Electric  Company, 
Incorporated  or  the  United  States  Government  by 
reason  of  claims  for  infringement  or  rights  in,  to  or 
under  patents  by  the  manufacture,  use  or  sale  of 
any  material  or  equipment  furnished  by  the  Con- 
tractor to  the  Laboratories  under  this  Agreement,  it 
is  agreed  as  follows: 

1.    For  the  purposes  set  foi*th  in  Section  6,  of  the 
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Royalty  Adjustment  Act  1942  (Public  No.  768,  77th 
Cong.,  35  use  68),  and  for  no  other  purpose  what- 
soever, the  Government  shall,  without  prejudice  to 
its  rights  of  indemnification,  if  any,  be  deemed  to 
have  given  its  authorization  and  consent  to  the  use 
and  manufacture,  in  the  performance  of  this  con- 
tract or  of  any  subcontract  hereunder,  (1)  of  any 
patented  invention  embodied  in  the  structure  or 
composition  of  any  article  the  delivery  of  which  is 
accepted  by  the  Government  under  this  contract  and 
(2)  of  any  patented  invention  utilized  in  machines 
or  or  methods  the  use  of  which  necessarily  results 
from  compliance  by  the  Contractor  or  the  using  sub- 
contractor with  (i)  specifications  or  written  provi- 
sions now  or  hereafter  forming  a  part  of  this  con- 
tract or  (ii)  specific  written  instructions  given  by 
the  Contracting  Officer  for  the  [123]  purpose  of 
directing  the  manner  of  such  performance." 

Contract  DA-30-069-ORD-36  (Bell  Telephone  Lab- 
oratories Purchase  Order  170919. 
''Article  30.  Authorization  and  Consent — The  au- 
thorization and  consent  by  the  Government  is  hereby 
given  (without  prejudice  to  its  rights  of  indemnifi- 
cation, if  such  rights  are  provided  for  in  the  pur- 
chase order)  for  all  use  and  manufacture  in  the 
performance  of  this  purchase  order  or  any  part 
hereof  or  any  amendment  hereto  or  any  subcon- 
tract hereunder  of  any  patented  invention  (i)  em- 
bodied in  the  structure  or  composition  of  any  Article 
the  delivery  of  which  is  accepted  by  the  Government 
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under  this  x^urchase  order,  or  (ii)  utilized  in  the 
machinery,  tools  or  methods  the  use  of  which  results 
from  compliance  by  you  or  any  using  subcontractor 
with  (a)  specifications  or  written  provisions  now  or 
hereafter  forming  a  part  of  this  purchase  order  or 
(b)  specific  written  instructions  given  by  the  Con- 
tracting Officer  directing  the  manner  of  perform- 
ance." 

Contract  DA-30-069-ORD-125  (Western  Electric 
Company,  Inc.,  Purchase  Order  M-50852). 

''Article  22.  Our  prime  contract  number  DA30- 
069  -  ORT)  - 125  contains  authorization  and  consent 
clause  ASPR  9-16." 

Contract  DA-30-069-ORD-746  (Western  Electric 
Company,  Inc.,  Purchase  Order  M-52702). 

"Article  22.  Our  prime  contract  number  DA-30- 
069-ORD-746  contains  authorization  and  consent 
clause  ASPR  9-106." 

7.  The  word  "necessarily"  is  apparently  included 
in  all  of  the  above  contracts,  except  BTL  P.O. 
170919. 

8.  Contractor  considers  Bell  Telephone  Labora- 
tories Purchase  Order  139701,  issued  under  contract 
number  W-30-069-ORD-3182,  to  be  for  research  and 
development;  Purchase  Order  170919,  issued  under 
contract  mmiber  DA-30-069-ORD-36,  to  be  for  both 
research  and  development  and  limited  production; 
Western  Electric  Purchase  Order  M-50852  issued 
under  contract  number  DA-30-069-ORP-125,  to  be  a 
production  contract;  and  Western  Electric  Com- 
pany Purchase  Order  M-52702,  issued  under  con- 
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tract  number  DA-30-069-ORD-746  to  be  a  production 
contract. 

Douglas  Aircraft  Company,  Inc. 

J.  E.  Coates,  Patent  Counsel.  [124] 
FEM  :rnp 

June  5, 1953  G-A-M-L-SS 

To:  Contract  and  Royalty  Section,  Chief  Patent 
Counsel,  Bureau  of  Ordnance,  Department  of 
the  Navy,  Washington  25,  D.C. 

Attention:  Mr.  George  Seavers 

Subject:  Contract  NOa(s)  51-252,  Contract  NOa(s) 
51-1061. 

References :  (a)  Douglas  Letter  G-AN-L-13,  15  Dec. 
1952;  (b)  Douglas  Letter  G-AN-L-25,  27  Feb. 
1953 ;  (c)  Naval  Speed  Letter,  BARR,  Douglas 
Aircraft  Co.,  Inc.  SPDLTR  DMK:wg,  SER 
2237,  NOa(s)  51-252;  NOa(s)  51-1061  G-AN- 
L-29,  DTD  22  April  1953 ;  (d)  Bureau  of  Aero- 
nautics Speedltr  Serial  60374,  NOa(s)  51-252 
NOa(s)  51-1061,  dtd  30  April  1953. 

1.  At  the  request  of  Mr.  F.  Daniel  Frost  of  the 
firm  of  Gibson  Dunn  and  Crutcher,  Los  Angeles, 
California,  Counsel  for  the  Edcliff  Instrument  Com- 
pany, Pasadena,  California,  Contractor  hereinafter 
sets  forth  the  circumstances  of  the  infringement 
matter  between  the  Edcliff  Company  and  the  Bourns 
Laboratories  of  Riverside,  California. 

2.  As  the  Navy  Department  has  previously  been 
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informed,  Contractor  and  its  sub-contractor,  Ben- 
dix  Aviation  Corporation,  have  received  formal  no- 
tices of  infringement  with  regard  to  Patent  No. 
2,515,981  owned  by  Bourns  Laboratories,  and  cover- 
ing Linear  Motion  Potentiometers. 

3.  Prior  to  receiving  the  Notice  of  Infringement 
from  the  Bourns  Co.,  Contractor  bought  potentiom- 
eters, in  the  performance  of  work  under  subject 
contracts,  from  both  Edcliif  and  Bourns,  and  used 
them  in  two  distinct  ways.  Some  of  the  instruments 
were  incorporated  in  articles  ultimately  delivered 
to  the  Government,  and  others  were  retained  in  the 
Contractor's  laboratories  and  used  for  various  ex- 
perimental purposes  directly  connected  with  sub- 
ject contracts,  such  as  specification  testing,  testing 
of  sub-assemblies  received  from  sub-contractors,  and 
other  operations  of  like  nature.  It  is  to  be  seen  that 
with  regard  to  the  first  group,  the  usual  authoriza- 
tion is  sufficient  to  protect  Contractor,  because  the 
government  actually  accepts  an  article  embodying 
the  alleged  infringing  device.  With  regard  to  the 
second  group  of  instruments,  the  authorization  and 
consent  clause  does  not  operate  because  the  alleged 
infringing  device  is  never  embodied  in  a  stiiicture 
or  article  which  is  delivered  to  the  government,  nor 
is  [125]  it  required  in  the  machinery,  tools  or  meth- 
ods called  for  by  the  applicable  specifications. 

4.  Contractor  desires  a  determination,  at  the  ear- 
liest moment,  either  specifically  authorizing  Con- 
tractor to  purchase  the  Edcliff  device,  or  specifically 
informing  Contractor  to  refrain  from  purchasing 
the  Edcliff  device. 
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5.  Contractor  desires  to  purchase  the  Edcliff  de- 
vice in  the  interest  of  both  lower  price  and  timely 
delivery.  Contractor  has  purchased  three  different 
types  of  potentiometers  from  both  companies.  They 
are  commonly  known  as  single,  double,  and  triple 
potentiometers,  and  apparently  all  are  considered  by 
Bourns  to  read  on  Patent  No.  2,515,981.  Their  price 
*' history"  is  approximately  as  follows: 

Single  Double            Triple 

10/51        $55  each  $90  each  $160  each 

6/52        $22  each  $50  each  $145  each 

1/53        $22  each  $50  each  $  95  each 

While  undoubtedly  some  of  the  decline  in  the 
price  of  the  instruments  is  attributable  to  increased 
production  by  the  patentee,  it  is  believed  that  a 
large  share  of  the  price  decline  is  attributable  to  the 
appearance  of  a  second  source  for  the  instruments. 

Yours  very  truly, 

Douglas  Aircraft  Company,  Inc. 
For,  J.  E.  Coates,  Patent  Counsel. 

FEM:rnp — cc:  F.  Daniel  Frost,  Gibson,  Dunn  & 
Crutcher.  J.  A.  Dundas,  E.  Curtis,  Washing- 
ton Office.  [126] 
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Dei)artmont  of  the  Army 

Office  of  the  Chief  of  Ordnance 

Washington  25,  D.C. 

[Seal  of  Dept.  of  Defense]  (Copy) 

In   Reply   Refer   to:   Douglas   Aircraft   Co.,   Inc., 
Santa  Monica,  California.  8  June  1953 

Attn:  Mr.  J.  E.  Coates,  Patent  Counsel. 

Gentlemen : 

This  is  in  reply  to  your  letter  G-AN-L-33,  dated 
May  11,  1953,  on  the  subject  of  Contracts  Nos: 

W-30-069-Ord-3182 
DA-30-069-Ord-36 
DA-30-069-Ord-125 
DA-30-069-Ord-746. 

The  first  two  contracts  (Research  and  Develop- 
ment) contain  Authorization  and  Consent  Clauses, 
mthout  the  qualification  "necessarily",  giving  au- 
thorization and  consent  "*  *  *  for  all  use  in  the  per- 
formance of  (the)  contract  or  any  part  (thereof) 
or  any  amendment  (thereto)  or  any  subcontract 
(thereunder)  *  *  *  of  any  patent  invention  *  *  * 
(ii)  utilized  in  *  *  *  methods  the  use  of  which  re- 
sults from  compliance  by  the  Contractor  or  the 
using  subcontractor  with  (a)  specifications  or  wi'it- 
ten  provisions  *  *  *". 

The  last  two  contracts  (Supply)  contain  Re- 
search and  Development  articles  which  provide  that 
research  and  development  or  design  incident  to  or 
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arising  from  the  performance  of  these  contracts 
shall  be  governed  by  the  provisions  of  the  basic  con- 
tract W-30-069-Ord-3182.  Therefore,  these  con- 
tracts, with  respect  to  experimental  activities  there- 
under, are  dependent  from  the  basic  contract  and 
its  extension  (DA-30-069-Ord-36). 

For  the  foregoing  reasons,  this  office  is  of  the 
opinion  that  use  "for  various  experimental  pur- 
poses directly  connected  with  subject  contracts  such 
as  specification  testing,  testing  of  sub-assemblies  re- 
ceived from  sub-contractors,  and  other  operations  of 
like  nature"  is  authorized  under  the  existing  terms 
of  the  contracts. 

For  the  reason  that  your  letter  G-L-230  dated 
April  21,  1953  to  Western  Electric  Co.  recites 
"used  for  various  experimental  purposes"  without 
the  limitation  "directly  connected  with  subject  con- 
tracts", [127]  it  is  emphasized  that  this  opinion  is 
limited  to  such  various  experimental  purposes  as 
are  connected  with  subject  contracts.  Any  general- 
ized experimentation  must  be  governed  by  the  gen- 
eral law  on  the  subject. 

For  the  Chief  of  Ordnance: 

Sincerely  yours, 

/s/  W.  E.  Thibodeau,  Assistant 
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Department  of  the  Navy,  Bureau  of  Ordnance 

(Copy)  Washington  25,  D.  C. 

In  reply  refer  to  Ref  :0'B  ;pjc  A13-1       17  Jun  1953 

Mr.  J.  E.  Coates,  Patent  Counsel,  Douglas  Aircraft 
Co.,  Inc.,  Santa  Monica  Division,  Santa  Monica, 
California. 

My  dear  Mr.  Coates: 

This  is  to  advise  that  your  letter  of  5  June  1953 
to  the  Contract  and  Royalty  Section,  Chief  Patent 
Counsel,  Bureau  of  Ordnance,  Department  of  the 
Navy,  Washington  25,  D.  C,  regarding  contracts 
NOa(s)  51-252  and  NOa(s)  51-1061  has  been  for- 
warded to  the  Patent  Counsel,  Bureau  of  Aero- 
nautics, as  a  matter  under  his  cognizance. 

A  copy  of  the  letter  has  also  been  provided  Mr. 
George  Seevers  of  the  Patents  Division  of  the  Office 
of  Naval  Research  for  his  information. 

Sincerely  yours, 

/s/  G.  D.  O'Brien, 
Bureau  of  Ordnance  Patent  Counsel.  By  direction 
of  the  Chief  of  Bureau. 

Patent  Department  Received  Jun  22  1953  Douglas 
Aircraft  Company,  Inc.  [129] 
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Exhibit  A — (Continued) 

June  17,  1953  (Copy)  G6-398 

Mr.  F.  J.  Sclimitt,  Patent  Counsel,  Bureau  of  Aero- 
nautics, Dept.  of  Navy,  Washington  25,  D.  C. 

Re:  Bourns  vs.  Edcliff  Linear  Potentiometer 
Dear  Sir: 

I  have  now  received  further  word  from  the  home 
office  to  the  effect  that  none  of  the  subject  potentio- 
meters bought  on  the  Navy  account  are  retained  by 
the  Contractor  but  rather  are  placed  in  the  proper 
assemblies  and  are  delivered  to  the  Navy. 

The  experimental  and  special  testing  work  which 
we  described  in  our  recent  letter  actually  takes 
place  but  is  confined  to  the  work  which  we  are 
doing  in  connection  with  Army  Ordnance  contracts 
involving  the  same  potentiometers. 

I  am  enclosing  for  your  information  a  copy  of 
the  Test  Procedure  for  Model  1242  which  will  give 
an  idea  of  the  work  done  in  our  plant  in  checking 
the  article.  The  subject  potentiometers  are  in  the 
feedback  voltage  circuits  of  the  wing  position  in- 
dicators. 

Since  all  of  the  Edcliff  potentiometers  purchased 
for  the  Navy  have  been  delivered  to  the  Navy,  the 
authorization  and  consent  clause  in  the  contract 
properly  covers  them.  However,  we  shall  await  your 
further  advice  on  whether  or  not  to  resume  pur- 
chasing from  Edcliff. 

Very  truly  yours, 

Douglas  Aircraft  Co.,  Inc. 
J.E.C.:le        J.  E.  Coates,  Patent  Counsel 
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Exhil)it  A — (Continued) 

Department  of  the  Navy,  Bureau  of  Aeronautics 
Washington  25,  D.C. 

(Seal  of  the  Dept.  of  Defense)  (Copy) 

In  reply  refer  to  Aer-PL-1 

(Contract  references  deleted  by  order  of  U.  S.  Gov- 
ernment) 

Douglas  Aircraft  Company,  Inc.  29  Jun  1953 

Santa  Monica,  California  010657 

Attention:  Mr.  J.  E.  Coates. 

Gentlemen : 

Receipt  is  acknowledged  of  your  letter  G6-398 
dated  17  June  1953,  forwarding  a  copy  of  "Test 
Procedure  for  Model  1242",  and  advising  that  all 
Edcliff  potentiometers  purchased  for  the  Navy 
have  been  delivered  to  the  Navy  and  therefore  the 
authorization  and  consent  clause  in  the  contract 
properly  covers  such  purchases. 

Further  action,  therefore,  by  the  Bureau  of 
Aeronautics  is  unnecessary,  particularly  in  view  of 
the  speed  letter  from  this  bureau  dated  30  April 
1953. 

Sincerely  yours, 

/s/  F.  J.  Schmitt,  Patent  Counsel 

Patent  Department  Received  Jul  2-1953  Douglas 
Aircraft  Company,  Inc.  [131] 

[Endorsed] :    Filed  September  3,  1954. 
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[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  LEONARD  COMEGYS 

State  of  California, 
County  of  Los  Angeles — ss. 

Leonard  Comegys,  being  first  duly  sworn  deposes 
and  says: 

He  is  Divisional  Counsel  for  Bendix  Aviation 
Corporation,  Pacific  Division,  Plant  No.  1,  at  North 
Hollywood,  California,  and  that  in  the  normal  and 
ordinary  course  of  his  duties  he  has  become  familiar 
with  and  knows  the  contents  of  the  records  and 
files  of  that  [132]  corporation  relating  to  the  pur- 
chase by  it  of  potentiometers  from  Edcliff  Instru- 
ments. Said  files  reveal  that  all  potentiometers  pur- 
chased from  Edcliff  Instruments  by  Bendix  Avia- 
tion Corporation,  Pacific  Division,  have  been  pur- 
chased by  said  corporation  in  its  capacity  as  sub- 
contractor to  Douglas  Aircraft  Company,  Inc.,  and 
under  and  pursuant  to  United  States  Government 
contracts.  Said  files  further  reveal  that  all  of  said 
potentiometers  have  been  or  will  be  delivered  to 
Douglas  Aircraft  Company,  Inc.,  for  ultimate  de- 
livery to  the  United  States  Government  or  for  in- 
corporation into  devices  manufactured  for  the 
United  States  Government  and  used  by  Douglas 
Aircraft  Company,  Inc.,  for  research  and  develop- 
ment purposes  directly  in  connection  with  United 
States  Government  classified  projects. 

/s/  LEONARD  COMEGYS 
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Subscribed  and  sworn  to  before  me  this  20th  day 
of  August,  1954. 

[Seal]     /s/  ELENORE  E.  RICHARDSON, 
Notary  Public  in  and  for  said 
County  and  State.  [133] 

[Endorsed] :    Filed  September  3,  1954. 


[Title  of  District  Court  and  Cause.] 

AFFIDAVIT  OF  WALTER  J.  JASON 

State  of  California, 
County  of  Los  Angeles — ss. 

Walter  J.  Jason,  being  first  duly  sworn,  deposes 
and  says: 

He  is  Patent  Director  for  Consolidated  Vultee 
Aircraft  Corporation,  San  Diego,  California,  and 
that  in  the  normal  and  ordinary  course  of  his  duties 
he  has  become  familiar  with  the  contents  of  the 
records  and  files  of  that  company  relating  to  the 
[134]  purchase  by  Consolidated  Vultee  Aircraft 
Corporation  of  potentiometers  from  Edcliff  Instru- 
ments. Said  files  reveal  that  all  potentiometers  pur- 
chased by  Consolidated  Vultee  Aircraft  Corporation 
from  Edcliff  Instrmnents  have  been  purchased  im- 
der  and  pursuant  to  United  States  Government  con- 
tracts, that  each  of  said  contracts  contains  an  au- 
thorization and  consent  clause,  and  that  said  po- 
tentiometers have  been  or  are  to  be  resold  to  and 
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paid  for  by  the  United  States  Government.  Said 
files  further  reveal  that  all  of  said  potentiometers 
have  either  been  incorporated  or  will  be  incor- 
porated by  Consolidated  Vultee  Aircraft  Corpora- 
tion into  devices  which  have  been  or  will  be  de- 
livered to  the  United  States  Government,  or  have 
been  used  by  Consolidated  Vultee  Aircraft  Cor- 
poration for  research  and  development  purposes  in 
connection  with  United  States  Government  classi- 
fied projects. 

Attached  hereto  and  designated  Exhibit  "A"  are 
true  and  accurate  copies  of  correspondence  between 
Consolidated  Vultee  Aircraft  Corporation  and  vari- 
ous agencies  of  the  United  States  Government  in 
which  the  United  States  Government  specifically 
authorized  and  consented  to  the  purchase  of  po- 
tentiometers from  Edcliff  Instruments  by  Con- 
solidated Vultee  Aircraft  Corporation  under  certain 
United  States  Government  contracts. 

/s/  WALTER  J.  JASON 

Subscribed  and  sworn  to  before  me  this  26th  day 
of  August,  1954. 

[Seal]     /s/  L.  A.  BUNNEY, 

Notary  Public  in  and  for  said 
County  and  State  [135] 
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EXHIBIT  A 

Convair  (Copy)  April  28,  1953 

To :  Chief,  Bureau  of  Ordnance,  Department  of  the 
Navy,  Washington  25,  D.  C. 

Subject:    Contract  NOrd-F-1492,  and  others. 
Pomona  Guided  Missile  Facility. 

1.  Edcliif  Instrmnents,  Inc.,  a  Pasadena,  Cali- 
fornia comi^any,  has  advised  this  office  that  it 
wishes  to  negotiate  the  sale  of  linear  potentiometers 
to  Convair's  Guided  Missile  Division  at  Pomona.  It 
is  our  imderstanding  that  these  devices  have  been 
tested  by  our  engineers  and  would  be  desirable  for 
use  at  that  division  in  effecting  performance  of  our 
BuOrd  contracts. 

2.  A  patent  infringement  suit  has  been  brought 
against  Edcliif  Instruments,  Inc.,  by  Bourns  Lab- 
oratories of  Riverside,  charging  that  the  linear  po- 
tentiometers being  offered  for  sale  violate  certain 
of  the  Bourns'  patents. 

3.  Inasmuch  as  there  is  this  question  of  possible 
patent  infringement,  the  Contractor  requests  con- 
firmation that  our  contracts  with  BuOrd  relating 
to  work  done  at  the  Pomona  Division  provides  au- 
thorization and  consent  for  our  purchase  and  use 
of  the  subject  devices,  in  order  that  any  claim  for 
relief  by  a  patentee  will  be  made  against  the 
United  States  in  the  Court  of  Claims  and  not 
against  this  Contractor. 

4.  The  attorneys  for  Edcliif  Instrmnents  have 
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advised  us  that  their  client  is  willing  to  provide 
indemnification  against  patent  infringement  lia- 
bility. 

5.  Information  has  been  submitted  to  us  to  the 
effect  that  Mr.  Edward  C.  Walsh,  patent  counsel 
for  U.  S.  NOTS,  had  advised,  or  was  advising,  the 
Department  of  the  Navy  that  the  above  mentioned 
law  suit  should  not  bar  the  Navy  from  purchasing 
Edcliff  Instrument's  linear  potentiometers.  Mr. 
Walsh  became  involved  in  this  matter  in  connection 
with  a  request  from  Douglas  Aircraft  for  permis- 
sion to  buy  the  subject  linear  potentiometers  for 
use  in  the  performance  of  a  BuAir  contract  held 
by  Douglas.  [137] 

6.  Your  advice  is  awaited  as  to  whether  Convair 
will  be  permitted  to  purchase  the  subject  linear  po- 
tentiometers from  Edcliff  Instruments,  Inc. 

Consolidated  Vultee  Aircraft  Corp. 

San  Diego  Division 
Walter  J.  Jason, 

Acting  Patent  Director 

WJJ:bh     [138] 
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Received  Patent  Dept.  Jim  16  1953  Consolidated 
Vultec!  Aircraft  Corporation  (Copy) 

Ref :  GTM:jgl  NOrd-F-1492  8  June  1953 

From :  Chief,  Bureau  of  Ordnance. 

To:  Consolidated  Vultee  Aircraft  Corporation,  San 
Die^o  12,  California. 

Via:  Bureau  of  Ordnance  Representative,  San  Di- 
ego 12,  California. 

Subj :  Letter  of  Intent  NOrd-F-1492 ;  Procurement 
of  potentiometers  thereunder. 

Ref:  (a)  Convair  Itr  of  28  April  1953  to  BUORD. 

1.  Reference  (a),  a  copy  of  Convair's  original 
letter  to  the  Bureau  of  Ordnance,  mailed  28  April 
1953,  was  forwarded  to  this  office  by  Coniar's  Wash- 
ington representative,  Mr.  J.  P.  Shaw.  Since  the 
original  correspondence  has  not  been  located  as  of 
this  time,  copies  of  reference  (a)  will  be  routed  to 
the  various  cognizant  sections  of  the  Bureau. 

2.  Subject  Letter  of  Intent  when  converted  into 
a  definitive  contract  will  contain  the  standard  Au- 
thorization and  Consent  clause  and  the  contractor 
is  at  this  time  advised  that  it  may  consider  that  said 
clause  is  in  operation  insofar  as  the  work  done  at 
the  Pomona  Division  under  subject  Letter  of  In- 
tent is  concerned.  Under  the  Act  of  June  25,  1948 
(28  U.S.  Code  1498)  which  replaces  the  Act  of  June 
25,  1910,  as  amended  (35  U.S.  Code  68),  any  suit 
for  infringement  of  a  patent  by  a  contractor  or  by 
any  subcontractor  (including  lower- tier  subcon- 
tractors) in  the  performance  of  a  Government  con- 
tract must  be  brought  against  the  Government  in 
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the  Court  of  Claims,  and  not  against  the  contractor, 
if  the  Government  gives  its  authorization  or  consent 
to  the  manufacture  or  use  of  the  patented  invention. 
The  contractor  is  thereby  protected  from  injunctive 
action  in  the  performance  of  a  Government  con- 
tract, although  the  Government  may  not  bear  the 
ultimate  liability  in  the  event  of  recovery  in  the 
Court  of  Claims,  such  liability  being  dependent 
upon  whether  or  not  there  is  a  Patent  Indemnity 
clause  in  the  contract. 

3.  The  following  is  the  clause  which  will  be  in- 
cluded in  the  definitive  contract  and  is  to  be  con- 
sidered as  approved  for  use  under  subject  Letter 
of  Intent: 

Authorization  and  Consent 

"The  Government  hereby  gives  its  authorization 
and  consent  (without  prejudice  to  its  rights  of  in- 
demnification, if  such  rights  are  provided  for  in 
this  contract)  for  all  use  and  manufacture,  in  the 
performance  of  this  contract  or  any  part  hereof  or 
any  amendment  hereto  or  any  subcontract  here- 
under (including  any  lower-tier  subcontract),  of 
any  patented  invention  (i)  embodied  in  the  struc- 
ture or  composition  of  any  article  the  delivery  of 
which  is  accepted  by  the  Government  [139]  under 
this  contract,  or  (ii)  utilized  in  the  machinery,  tools 
or  methods  the  use  of  which  necessarily  results 
from  compliance  by  the  Contractor  or  the  using 
subcontractor  with  (a)  specifications  or  written  pro- 
visions now  or  hereafter  forming  a  part  of  this  con- 
tract, or  (b)  specific  written  instructions  given  by 
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the  Contracting  Officer  directing  the  manner  of  per- 
formance." 

4.  While  it  is  not  the  general  policy  of  the  Bu- 
reau to  participate  or  voice  opinion  in  the  specific 
source  of  procurement  chosen  by  the  contractor  for 
the  obtaining  of  supplies  under  Bureau  of  Ordnance 
contracts,  the  Bureau  does,  however,  appreciate 
such  matters  being  brought  to  its  attention  when 
the  question  of  infringement  is  involved.  It  has  al- 
ways been  presumed  that  such  choice  and  procure- 
ment will  be  made  in  the  best  interest  of  the  Gov- 
ernment and  will  provide  the  best  quality  of  ma- 
terial possible.  To  this  end  it  might  be  stated  that 
certain  designs  should  be  overlooked  or  discarded 
by  the  contractor  merely  for  the  reason  that  the 
question  of  infringement  might  arise,  particularly 
when  quality  and/or  low  price  may  be  sacrificed. 

5.  It  is  understood  from  reference  (a)  that  Ed- 
cliif  Instruments  is  willing  to  provide  indemnifica- 
tion against  patent  infringement  liability.  There- 
fore, if  procurement  is  made  from  this  company,  it 
is  suggested  that  such  provisions  be  incorporated 
in  the  subcontract. 

6.  In  any  event  the  contractor  is  hereby  author- 
ized to  proceed  with  the  purchasing  of  subject  po- 
tentiometers under  the  provisions  of  the  above 
clause. 

M.  F.  Schoeffel 

Gerald  D.  O'Brien,  By  Direction 

Copy  to:  Mr.  J.  P.  Shaw,  Suite  801  World  Center 
Building,  918  Sixteenth  Street,  N.W.,  Wash- 
ington 6,  D.  C. 
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Distributed  by  Contracts  (JPS)  15  June  1953  to: 
C.  C.  Sawyer,  W.  J.  Jason,  A.  W.  Abels,  P.  V. 
Ogden,  NOrd-F-14:92.  [140] 

Department  of  the  Navy,  Bureau  of  Ordnance 

Washington  25,  D.  C. 

(Copy)  NIO  Log  No.  05622 

Received   Patent   Dept.    Jul   6   1953    Consolidated 

Vultee  Aircraft  Corporation. 
In  reply  refer  to  REF:CDO:B:jgl  NOrd  F-1492 

20  June  1953 
From:   Chief,  Bureau  of  Ordnance. 
To:  Consolidated  Vultee  Aircraft  Corporation,  San 

Diego  12,  California. 
Yia:  Bureau  of  Ordnance  Representative,  San  Di- 
ego 12,  California. 
Subj :  Letter  of  Intent  NOrd  F-1492 ;  Procurement 

of  Potentiometers. 
Ref :  (a)  Convair  Itr  of  28  April  1953  to  BUORD; 

(b)  BUORD  Itr  Ref  :aTM:jgl  NOrd  F-1492  of 

8  June  1953  to  Convair. 
1.  Correction  is  requested  of  paragraph  4  of  re- 
ference (b)  which  was  written  in  reply  to  reference 
(a),  the  word  "not"  should  be  inserted  at  the  end 
of  line  8  of  paragraph  4  so  that  the  ultimate  sen- 
tence of  this  paragraph  will  read  as  follows: 

"To  this  end  it  might  be  stated  that  certain  de- 
signs should  not  be  overlooked  or  descarded  by  the 
contractor  merely  for  the  reason  that  the  question 
of  infringement  might  arise,  particularly  when 
quality  and/or  low  price  may  be  sacrificed." 

M.  F.  Schoeffel 
/s/  Gerald  D.  O'Brien,  By  Direction 
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First  Endorsement  July  1  1953.  From:  NIC  To: 
CVAC.  For:  Action  Indicated:  X  Information. 

Dist.  by  Contracts  Department  (RAS)  3  July  1953: 
C.  C.  Sawyer,  A.  W.  Abels,  W.  J.  Jason,  P.  V. 
Ogden,  F-1492  Chron.  [141] 

Department  of  the  Navy,  Bureau  of  Ordnance 
Washington  25,  D.  C. 

Received  Patent  Dept.  Aug.  11  1953  Consolidated 
Vultee  Aircraft  Corporation.  (Copy) 

NIO  log  06853,  Ref-GTM:vl,  NOrd-11809,  NOrd- 
11297,  NOrd-10706,  28  July  1953. 

From:  Chief,  Bureau  of  Ordnance. 

To:  Consolidated  Vultee  Aircraft  Corporation,  San 
Diego  12,  California. 

Via:  Bureau  of  Aeronautics  Representative,  San 
Diego  12,  California. 

Subj:  Contracts  NOrd-11809;  11297  and  10706;  Au- 
thorization to  procure  potentiometers  there- 
under. 

Ref:  (a)  Convair  Itr  WJJ/db  of  16  Jul  1953  to 
BuOrd;  (b)  BuOrd  Itr  Ref:GTM:jgl  NOrd- 
F-1492  of  8  Jun  1953  to  Convair. 

1.  In  accordance  with  the  request  of  reference 
(a),  authorization  similar  to  that  previously  granted 
by  reference  (b)  is  hereby  given  for  procurement  of 
potentiometers  under  subject  contracts. 

2.  It  is  suggested  that  indemnification  provisions 
be  obtained  in  any  potentiometer  purchases  made 
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under   subject   contracts   as   was   provided   under 
NOrd-F-1492. 

M.  F.  Schoeffel 
/s/  G.  D.  O'Brien,  By  Direction 

FJMiglw  ENll-23/14         Ser  3153  dtd  4  Aug  1953 
First  Endorsement  on  BuOrd  Itr  dtd  28  Jul  1953. 
From:  Bureau  of  Aeronautics  Representative,  San 

Diego  12,  California. 
To:  Naval  Inspector  of  Ordnance,  1675  West  5th 
Street,  P.O.  Box  1011,  Pomona,  California. 
1.    Readdressed  and  forwarded  as  a  matter  under 
cognizance  of  your  office. 

C.  W.  Stirling 
/s/  S.  M.  Arnold,  By  Direction 

cc:  BuOrd,  Wash.,  D.  C. 

Dist.  by  Contracts  (RAS)  10  August  1953  to:  C.  C. 
Sawyer,  File-11809  Chron;  W.  J.  Jason,  File- 
11297  Chron;  A.  W.  Abels,  File-10706  Chron; 
P.  V.  Ogden,  File  F-1492  Chron.  [142] 

[Endorsed]:    Filed  September  3,  1954. 


[Title  of  District  Court  and  Cause.] 

MINUTES  OF  THE  COURT 

Date:  Sept.  8,  1954,  at  Los  Angeles,  Calif. 
Present :  Hon.  Leon  R.  Yankwich,  District  Judge ; 
Deputy  Clerk:  John  A.  Childress;  Reporter:  None. 
Counsel  for  Plaintiff:  No  appearance. 
Counsel  for  Defendants:  No  appearance. 


Marian  K.  Bourns  I  Of) 

Proceedings:  The  Court  endorses  "Considered. 
Overruled"  on  objections  of  defendants  heretofore 
lodged  Sept.  3,  1954,  to  plaintiff's  proposed  find- 
ings, etc. ;  and  endorses  "Considered.  Declined  to 
adopt."  on  defendants'  proposed  findings  heretofore 
lodged  Sept.  3,  1954. 

Findings  and  judgment  proposed  by  plaintiff  are 
approved  and  signed  as  corrected.  The  Court  has 
considered  and  overruled  objections  of  defendants 
as  embodied  in  their  proposed  findings. 

The  Court  is  of  the  view  that  the  findings  and 
judgment  signed,  cover  the  issues  as  tendered,  and 
that  the  affidavit  as  to  use  by  the  Gov't  of  instru- 
ments need  not  be  considered  now,  though  it  may 
have  a  bearing  on  the  accounting. 

EDMUND  L.  SMITH,  Clerk      [160] 


[Title  of  District  Court  and  Cause.] 

FINDINGS  OF  FACT  AND  CONCLUSIONS 

OF  LAW 

Findings  of  Fact 
I. 
Plaintiff,  Marian  E.  Bourns,  is  a  citizen  of  the 
United  States  and  a  resident  of  the  City  of  River- 
side, Coimty  of  Riverside  and  State  of  California. 

II. 

Defendant,  Edcliff  Instruments,  is  a  corporation 


:!()()  Edcliff  Instruments,  et  al.,  vs. 

organized  and  existing  under  and  by  virtue  of  the 
laws  of  the  State  of  California,  formerly  having 
a  regular  and  established  place  of  business  at  850 
South  Fair  Oaks,  City  of  Pasadena,  County  of  Los 
Angeles,  State  of  California,  and  presently  having 
a  regular  and  established  place  of  business  at  383 
North  Foothill  Boulevard,  City  of  Pasadena, 
County  of  Los  Angeles  and  State  of  California. 

III. 

Defendant,  Edmund  W.  Pitzer,  is  a  citizen  of  the 
United  States  and  a  resident  of  the  City  of  Alta- 
dena,  County  of  Los  Angeles  and  State  of  Cali- 
fornia. 

IV. 

Defendant,  Clifford  Dillon,  is  a  citizen  of  the 
United  States  and  a  resident  of  the  City  of  Alta- 
dena.  County  of  Los  Angeles  and  State  of  Cali- 
fornia. 

V. 

Defendant  on  counterclaims  Bourns  Laboratories 
Instrument  Sales  Corporation  is  a  corporation  or- 
ganized and  existing  under  and  by  virtue  of  the 
laws  of  the  State  of  California,  having  a  regular 
and  established  place  of  business  in  the  City  of 
Riverside,  County  of  Riverside  and  State  of  Cali- 
fornia. 

YI. 

Defendant  on  counterclaims.  Bourns  Position  In- 
struments, Inc.,  is  a  corporation  organized  and  ex- 
isting under  and  by  virtue  of  the  laws  of  the  State 
of   California,   having   a   regular   and    established 
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place  of  business  in  the  City  of  Riverside,  County 
of  Riverside  and  State  of  California.  [162] 

VII. 

Plaintiff,  Marian  E.  Bourns,  is  the  owner  of  all 
right,  title  and  interest  in  and  to  United  States 
Letters  Patent  No.  2,515,981. 

VIII. 

Defendants,  Edcliff  Instruments,  Edmund  W. 
Pitzer,  and  Clifford  Dillon  have  manufactured  and 
sold,  within  the  Southern  District  of  California, 
City  of  Pasadena,  County  of  Los  Angeles,  State 
of  California  and  elsewhere  in  the  United  States, 
adjustable  resistors  known  in  the  industiy  as  po- 
tentiometers as  exemplified  by  Defendants'  Ex- 
hibit I  and  Plate  6  of  Plaintiff's  Exhibit  3;  Plate  9 
of  Plaintiff's  Exhibit  3;  Defendants'  Exhibit  U 
and  Plate  11  of  Plaintiff's  Exhibit  3;  Defendants' 
Exhibit  T  and  Plate  14  of  Plaintiff's  Exhibit  3; 
Plaintiff's  Exhibit  30  and  Plate  17  of  Plaintiff's 
Exhibit  3;  Plate  19  of  Plaintiff's  Exhibit  3,  and 
Plate  20  of  Plaintiff's  Exhibit  3,  and  had  manu- 
factured and  sold  the  said  adjustable  resistors 
within  said  District  prior  to  the  filing  of  the  Com- 
plaint herein,  and  within  the  period  of  six  years 
preceding  the  filing  of  the  said  Complaint. 

IX. 

The  invention  of  the  Bourns'  patent  No.  2,515,981 
resides  in  the  provision  of  an  adjustable  resistor 
or  potentiometer  which  upon  movement  of  a  con- 
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tact  plate  from  one  position  to  another  relative  to 
an  electrical  resistance  element  varies  the  electrical 
resistance  in  a  circuit  and  which  upon  return  of 
the  contact  plate  to  its  initial  position  will  provide 
the  identical  resistance  in  the  circuit  as  existed 
prior  to  movement  of  the  contact  plate  utilizing  a 
cover  having  a  resistance  element  and  electrically 
conductive  strip  and  a  base  having  the  combination 
of  a  shaft  and  post  to  position  the  contact  plate 
with  respect  to  the  resistance  element  as  defined  by 
the  single  claim  of  the  patent.  [163] 

X. 

The  invention  of  the  Bourns'  patent  in  suit  over- 
came a  problem  long  existent  in  the  art  of  tele- 
metering conditions  from  a  guided  missile  and  pro- 
vided a  successful  solution  of  that  problem  permit- 
ting accurate  and  dependable  telemetering  by  virtue 
of  the  precise  repeatability  of  the  instruments  con- 
structed in  accordance  with  the  invention. 

XI. 

The  structures  manufactured  and  sold  by  de- 
fendants as  identified  in  Finding  number  8  embody 
each  and  every  element  of  the  invention  of  the 
Letters  Patent  to  Marian  E.  Bourns,  No.  2,515,981, 
which  in  operation  do  not  differ  at  all  from  the 
operation  of  the  adjustable  resistor  disclosed  in  the 
Bourns'  Patent  No.  2,515,981  in  suit  and  as  said 
structure  is  defined  by  the  claim  of  said  Letters 
Patent. 
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XII. 

Each  and  all  of  the  elements  of  the  defendants' 
structures  as  set  forth  in  Finding  number  8  coop- 
erate in  the  same  way  to  produce  the  same  results 
and  have  the  same  mode  of  operation  as  the  ele- 
ments of  the  adjustable  resistor  disclosed  and  set 
forth  in  the  Bourns'  patent  No.  2,515,981  and  as 
defined  in  the  claim  of  said  Letters  Patent. 

XIII. 

That  defendants'  adjustable  resistors  as  set  forth 
in  Finding  number  8  infringe  the  claim  of  the 
Bourns'  patent  in  suit. 

XIV. 

That  upon  introduction  of  the  adjustable  resistor 
of  the  Bourns'  patent  in  suit,  the  art  extensively 
adopted  the  invention  of  the  Bourns'  patent  and  the 
invention  of  the  Bourns'  patent  has  been  extensively 
recognized  in  the  art  as  an  invention  prior  to  the 
filing  of  the  Complaint  in  this  action.  [164] 

XV. 

That  the  invention  of  the  Bourns'  patent  No. 
2,515,981  has  had  wide  commercial  success. 

XVT. 

That  the  prior  art  relied  upon  by  defendants  does 
not  disclose  any  instance  of  prior  knowledge  or  in- 
vention of  the  combination  disclosed  in  the  Bourns' 
patent  in  suit,  nor  any  solution  of  the  problem  in 
this  art  first  solved  by  Marian  E.  Bourns. 
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XVII. 

That  it  required  the  exercise  of  inventive  faculty 
to  invent  the  combination  defined  by  the  claim  of 
Letters  Patent  No.  2,515,981. 

XVIII. 

That  the  combination  of  elements  defined  by  the 
claim  of  Letters  Patent  No.  2,515,981  produces  a 
result  in  excess  of  the  accumulation  of  results  of  the 
individual  elements. 

XIX. 

That  the  prior  patents  relied  upon  by  the  de- 
fendants to  anticipate  or  limit  the  claims  of  the 
Letters  Patent  in  suit  do  not  teach  a  solution  of  the 
problem  first  successfully  solved  by  Marian  E. 
Bourns. 

XX. 

That  the  claim  of  the  Bourns'  patent  in  suit,  No. 
2,515,981,  defines  an  invention  made  by  Marian  E. 
Bourns  which  overcame  the  problem  existing  in  this 
art. 

XXI. 

That  the  defendants  did  not  appropriate  any 
trade  secrets  from  plaintiff.  [165] 

XXIL 

That  there  has  been  no  confusion  in  the  industry 
as  to  the  source  of  instruments  sold  by  defendants. 

Conclusions  of  Law 
I. 
The  Letters  Patent  No.  2,515,981  was  duly  and 
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legally  issued  on  July  18,  1950  upon  the  apxjlica- 
tion  of  Marian  E.  Bourns.  That  plaintiff,  Marian 
E.  Bourns,  is  the  owner  of  the  entire  right,  title 
and  interest  in  and  to  said  Letters  Patent. 

n. 

That  Letters  Patent  No.  2,515,981  in  suit  is  good 
and  valid  in  law  and  that  said  patent  and  the  claim 
thereof  covers  a  new  and  meritorious  invention. 

III. 

That  defendant  has  infringed  the  claim  of  the 
Letters  Patent  in  suit  by  the  manufacture  and  sale 
of  devices  exemplified  by  Defendants'  Exhibit  I 
and  Plate  6  of  Plaintiff's  Exhibit  3;  Plate  9  of 
Plaintiff's  Exhibit  3;  Defendants'  Exhibit  U  and 
Plate  11  of  Plaintiff's  Exhibit  3;  Defendants'  Ex- 
hibit T  and  Plate  14  of  Plaintiff's  Exhibit  3;  Plain- 
tiff's Exhibit  30  and  Plate  17  of  Plaintiff's  Ex- 
hibit 3,  and  Plate  19  of  Plaintiff's  Exhibit  3,  and 
Plate  20  of  Plaintiff's  Exhibit  3. 

IV. 

That  plaintiff  is  entitled  to  a  judgment  for  an 
injunction  and  accounting  with  costs  as  prayed  for 
in  the  amended  Complaint  filed  herein  with  respect 
to  the  first  cause  of  action  for  patent  infringement. 

V. 

That  defendant  has  not  competed  unfairly  with 
plaintiff. 
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VI. 

That   plaintiff    recover   nothing   by    the    second 
cause  of  action  for  unfair  competition. 

Dated:    September  8,  1954. 

/s/  LEON  R.  YANKWICH, 

United  States  District  Judge.  [167] 

[Endorsed] :   Lodged  July  20,  1954. 
[Endorsed]  :    Filed  September  8,  1954. 


In  the  United  States  District  Court  for  the  South- 
ern District  of  California,  Central  Division 

Civil  Action  No.  14764- Y. 

Marian  E.  Bourns,  doing  business  under  the  ficti- 
tious firm  name  and  style  of  Bourns  Labora- 
tories, Plaintiff,  vs.  Edcliff  Instruments,  Ed- 
mund W.  Pitzer  and  Clifford  Dillon,  Defend- 
ants. 

Edcliff  Instruments,  Edmund  W.  Pitzer  and  Clif- 
ford Dillon,  Defendants  and  Counterclaimants, 
vs.  Marian  E.  Bourns,  doing  business  under 
the  fictitious  firm  name  and  style  of  Bourns 
Laboratories,  Plaintiff  and  Defendant  on 
Counterclaims,  and  Bourns  Laboratories  In- 
strument Sales  Corporation  and  Bourns  Posi- 
tion Instruments,  Inc.,  Defendants  on  Counter- 
claims. 

JUDGMENT 

This  cause  having  come  on  to  be  heard,  and  the 
Court  having  made  and  entered  its  Findings  of 
Fact  and  Conclusions  of  Law  pursuant  to  Rule  52 
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of  the  Rules  of  Civil  Procedure,  it  is  hereby  ad- 
judged and  decreed  as  follows:  [169] 

1.  That  plaintiff  is  the  owner  of  the  entire  right, 
title  and  interest  in  and  to  Letters  Patent  No. 
2,515,981,  granted  July  18,  1950  to  Marian  E. 
Bourns  for  adjustable  resistors,  together  with  all 
rights  of  action  for  infringement  thereof. 

2.  That  said  Letters  Patent  No.  2,515,981  and 
the  claim  thereof,  is  good  and  valid  in  law. 

3.  That  defendants  have  infringed  Letters  Pat- 
ent No.  2,515,981,  and  the  single  claim  thereof  by 
the  manufacture  and  sale  of  adjustable  resistors  as 
exemplified  by  Defendants'  Exhibit  I  and  Plate  6 
of  Plaintiff's  Exhibit  3;  Plate  9  of  Plaintiff's  Ex- 
hibit 3;  Defendants'  Exhibit  U  and  Plate  11  of 
Plaintiff's  Exhibit  3;  Defendants'  Exhibit  T  and 
Plate  14  of  Plaintiff's  Exhibit  3;  Plaintiff's  Ex- 
hibit 30  and  Plate  17  of  Plaintiff's  Exliibit  3; 
Plate  19  of  Plaintiff's  Exhibit  3,  and  Plate  20  of 
Plaintiff's  Exhibit  3. 

4.  That  defendants  have  not  competed  unfairly 
with  plaintiff. 

5.  That  plaintiff  herein  have  judgment  on  its 
amended  Complaint  for  infringement  of  Letters 
Patent  No.  2,515,981  as  prayed  for. 

6.  That  plaintiff  recover  nothing  by  the  second 
cause  of  action  for  unfair  competition. 

7.  That  defendants  having  abandoned  its  First 
Counterclaim  claiming  violation  of  the  An ti- Trust 
Laws  of  the  United  States  and  having  offered  no 
evidence  in  support  of  said  Coimterclaim,  the  same 
is  dismissed  with  prejudice.  [170] 
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8.  That  defendants  having  abandoned  its  Second 
Counterclaim  claiming  unfair  competition  and  hav- 
ing offered  no  evidence  in  support  of  said  Counter- 
claim the  same  is  dismissed  with  prejudice. 

9.  That  defendants  having  abandoned  its  Third 
Counterclaim  claiming  mismarking  under  Section 
50  of  Title  35  of  the  U.  S.  Code  and  having  offered 
no  evidence  in  support  of  said  Counterclaim,  the 
same  is  dismissed  with  prejudice. 

10.  That  defendants'  Fourth  Counterclaim  for  a 
declaratory  judgment  with  respect  to  the  validity 
and  infringement  of  United  States  Letters  Patent 
No.  2,515,981  is  dismissed. 

11.  That  pursuant  to  the  agreement  of  the  par- 
ties on  pages  500  to  502  of  the  record  all  claims  and 
counterclaims  based  upon  Letters  Patent  No.  2,515,- 
980  are  dismissed  without  prejudice. 

12.  That  a  perpetual  injunction  be  issued  out  of 
and  under  the  seal  of  this  Court  restraining  the 
defendants,  its  officers,  agents,  servants,  employees 
and  those  persons,  companies  or  corporations  in  ac- 
tive concert  or  participation  with  them,  from  using, 
or  causing  to  be  used,  or  offering,  or  threatening  to 
use,  or  selling  or  offering  for  sale,  or  threatening  to 
sell  or  contribute  to  the  use  of  the  combination  pat- 
ented in  and  by  the  said  Letters  Patent  No. 
2,515,981. 

13.  That  plaintiff  recover  from  defendants  gen- 
eral damages  which  shall  be  due  compensation  for 
the  making,  using,  or  selling  of  the  combination  of 
the  invention  of  the  Letters  Patent  in  suit,  together 
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with  such  costs  and  interests  as  may  be  fixed  by  the 
Court.   [171] 

14.  That  plaintiff  recover  from  said  defendants 
the  taxable  costs  of  the  plaintiff  in  this  court  and 
that  the  plaintiff  shall  have  judgment  and  execu- 
tion against  the  said  defendants  for  said  costs. 
Costs  taxed  at  $1,071.41. 

Dated  this  8th  day  of  September,  1954. 

/s/  LEON  R.  YANKWICH, 

United  States  District  Judge.  [172] 

[Endorsed] :  Lodged  July  20,  1954.  Filed  and  en- 
tered September  8,  1954. 
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NOTICE  OF  APPEAL 

To  the  Clerk  of  the  Above  Entitled  Court  and  to 
the  Plaintiff,  Marian  E.  Bourns  and  to  Lyon  & 
Lyon  and  Lewis  E.  Lyon,  Esq.,  His  Attorneys: 
Notice  is  hereby  given  that  defendants,  Edcliff 
Instruments,   [174]  Edmund  W.  Pitzer,  and  Clif- 
ford Dillon,  and  each  of  them,  appeal  to  the  United 
States  Court  of  Appeals  for  the  Ninth  Circuit,  from 
those  portions  only  of  the  Interlocutory  Judgment 
and  Decree  entered  in  the  above  entitled  action  on 
September  8,  1954,  in  which  it  is  adjudged  and  de- 
creed : 

1)  That  U.  S.  Patent  No.  2,515,981  is  valid; 

2)  That  defendants,  and  each  of  them,  have  in- 
fringed said  U.  S.  Patent  No.  2,515,981  by  the  man- 
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ufacture  and  sale  of  the  devices  described  in  para- 
graph 3  of  said  Interlocutory  Judgment; 

3)  That  Counterclaim  IV  of  the  Amended  Count- 
erclaims for  declaratory  relief  with  respect  to  the 
validity  and  infringement  of  said  U.  S.  Patent  No. 
2,515,981  be  dismissed; 

4)  That  a  perpetual  injunction  be  issued  re-  j| 
straining  said  defendants  from  using,  or  causing  to 
be  used,  or  offering,  or  threatening  to  use,  or  sell- 
ing or  offering  for  sale,  or  threatening  to  sell,  or 
contributing  to  the  use  of  the  combination  patented 
in  and  by  the  said  Letters  Patent  No.  2,515,981; 

5)  That  plaintiff  recover  from  defendants  gen- 
eral damages  as  due  compensation  for  the  making, 
using  or  selling  of  the  combination  patented  in  and 
by  U.  S.  Patent  No.  2,515,981,  together  with  costs 
and  interests;  and 

6)  That  plaintiff  recover  the  taxable  costs  in  the 
within  action. 

Dated:    October  6,  1954. 

GIBSON,  DUNN  &  CRUTCHER 
/s/  By    SAMUEL  0.  PRUITT,  JR. 

Attorneys  for  Defendants  and 
Counterclaimants.   [175] 

Receipt  of  Service  attached.  [176] 

[Endorsed] :    Filed  October  6,  1954. 
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[Title  of  District  Court  and  Cause.] 

CERTIFICATE  OF  CLERK 

I,  Edmund  L.  Smith,  Clerk  of  the  United  States 
District  Court  for  the  Southern  District  of  Cali- 
fornia, do  hereby  certify  that  the  foregoing  pages 
numbered  from  1  to  188,  inclusive,  contain  the 
original  Amended  Complaint;  Answer;  Amended 
Counterclaims ;  Reply  of  Plaintiff  to  Coimterclaims, 
etc.;  Notice  of  Motion  for  a  Partial  Summary 
Judgment,  etc.;  Separate  Affidavits  of  Raymond  E. 
Bossarte,  Leonard  Comegys,  Clifford  Dillon  (two), 
Clyde  V.  Grant,  Jr.,  Marion  J.  Kruzic,  Frederick 
E.  MacArthur,  Jr.  (two),  Edmund  W.  Pitzer,  and 
John  C.  Warner;  Memorandum  in  Opposition  to 
Motion  for  Partial  Summary  Judgment;  Defend- 
ants' Notice  Under  35  U.S.C.  282;  Opinion;  Deci- 
sion; Objections  of  Defendants  to  Plaintiff's  Pro- 
posed Findings  of  Fact,  Conclusions  of  Law  and 
Judgment;  Affidavit  of  J.  E.  Coates;  Affidavit  of 
Leonard  Comegys ;  Affidavit  of  Walter  J.  Jason ; 
Proposed  Findings  of  Fact  and  Conclusions  of 
Law;  Proposed  Interlocutory  Judgment;  Findings 
of  Fact  and  Conclusions  of  Law;  Judgment;  No- 
tice of  Appeal ;  Designation  of  Record  on  Appeal 
and  Stipulation  re  Designation  of  Record  on  Ap- 
peal and  a  full,  true  and  correct  copy  of  Minutes 
of  the  Court  for  February  15  and  September  8, 
1954  which,  together  with  the  original  exhibits  and 
Reporter's  Transcript  of  Proceedings,  transmitted 
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herewith,  constitute  the  transcript  of  record  on  ap- 
peal to  the  United  States  Court  of  Appeals  for  the 
Ninth  Circuit. 

I  further  certify  that  my  fees  for  preparing  and 
certifying  the  foregoing  record  amount  to  $2.00 
which  sum  has  been  paid  to  me  by  appellants. 

Witness  my  hand  and  the  seal  of  said  District 
Court  this  12th  day  of  November,  A.D.  1954. 

[Seal]  EDMUND  L.   SMITH, 

Clerk. 
/s/  By   THEODORE  HOCKE, 
Chief  Deputy. 


In  the  United  States  District  Court  for  the  South- 
ern District  of  California,  Central  Division 

No.  14,764- Y— Civil 

MARLAN  E.  BOURNS,  doing  business  under  the 
fictitious  firm  name  and  style  of  BOURNS 
LABORATORIES,  Plaintiff, 

vs. 

EDCLIFF  INSTRUMENTS,  EDMUND  W. 
PITZER,  and  CLIFFORD  DILLON, 

Defendants. 

TRANSCRIPT  OF  PROCEEDINGS 

Los  Angeles,  Calif.,  Tuesday,  June  22,  1954 

Honorable  Leon  R.  Yankwich,  Judge  presiding. 

Appearances:  For  the  Plaintiff:  Lyon  &  Lyon, 
by  Lewis  E.  Lyon  and  R.  Douglas  Lyon,  811  W.  7th 
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St.,  Los  Angeles  17,  Calif.  For  the  Defendants: 
Gibson,  Dunn  &  Crutcher,  by  Samuel  O.  Pruitt,  Jr., 
and  Glenn  Warner,  634  So.  Spring  St.,  Los  Angeles 
14,  Calif.,  and  Robert  L.  Parker,  Jr.,  595  East  Col- 
orado St.,  Pasadena  1,  Calif.  [1*] 
*  *  *  ^  * 

Mr.  Lewis  E.  Lyon:  This,  your  Honor,  is  a  pa- 
tent case  involving  at  the  present  time  two  letters 
patent,  both  of  which  issue  on  this  same  basic  appli- 
cation filed  in  the  Patent  Office,  one  of  the  patents 
being  a  divisional  patent  granted  upon  a  divisional 
application. 

At  this  time  I  will  offer  in  evidence  and  give  the 
court  an  extra  copy  of  the  two  soft  copies  of  the 
letters  patent  in  suit. 

The  Court:     All  right.  They  may  be  received. 

Mr.  Lewis  E.  Lyon:  I  am  offering  as  Plaintiff's 
Exhibit  1  the  Marian  E.  Bourns  patent  No.  2,515,- 
980,  issued  July  18,  1950. 

The  Clerk:    1  in  evidence. 

(The  dociunent  referred  to  was  marked  Plain- 
tiff's Exhibit  1,  and  was  received  in  evidence.) 
[See  Book  of  Exhibits.] 

Mr.  Lewis  E.  Lyon:  Here  is  the  extra  copy  for 
the  court.  And  I  offer  the  Marian  E.  Bourns  patent 
No.  2,515,981,  also  issued  July  18,  1950,  as  Plain- 
tiff's Exhibit  No.  2,  supplying  an  extra  copy  also  of 
that  patent  for  the  convenience  of  the  court. 

The  Clerk:    2  in  evidence. 


*  Page  numbers  appearing  at  top  of  page  of  original  Reporter's 
Transcript  of  Record. 
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(The  document  referred  to  was  marked  Plain- 
tiff's Exhibit  2,  and  was  received  in  evidence.) 
[See  Book  of  Exhibits.] 

Mr.  Lewis  E.  Lyon:  So  the  court  may  have  be- 
fore it  an  illustration  of  the  structures  alleged  to 
infringe  the  two  patents  in  suit,  I  have  prepared 
colored  drawings  of  the  defendants'  and  plaintiff's 
structures  of  the  patent  in  suit,  in  which  the  claims 
Avhich  will  be  relied  upon  of  the  two  patents  are 
broken  down,  and  I  will  offer  at  this  time  as  Plain- 
tiff's Exhibit  3  the  book  as  thus  described,  subject 
to  the  evidence  with  respect  to  its  preparation,  it 
being  offered  for  the  purpose  of  illustrating  the 
plaintiff's  position  in  this  matter.  And  I  have  an 
extra  copy  of  that  book.  Plaintiff's  Exhibit  3,  for 
the  court. 

Mr.  Pruitt:  Your  Honor,  I  interpose  the  objec- 
tion at  this  time  tentatively  that  we  do  not  stipulate 
that  the  illustrations  properly  depict  either  the  pa- 
tent illustration,  or  what  is  shown,  but  we  have  no 
objection  to  its  being  offered  for  identification  pur- 
poses at  this  time. 

The  Court:  The  object  is  merely  to  illustrate 
counsel's  [4]  conception  of  the  patent,  and,  as  such, 
is  admissible  just  like  a  summary  from  books.  We 
do  not  have  to  accept  the  implications.  They  merely 
illustrate  what  they  conceive  the  claims  to  be  and 
what  the  infringement  is. 

Mr.  Pruitt:  I  certainly  have  no  objection  if  it  is 
offered  for  that  purpose,  your  Honor. 

The  Court:  All  right.  Overruled.  It  may  be  re- 
ceived. 
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The  Clork:    Plaintiff's  Exhibit  3  in  cvidenc(^ 

(The  document  referred  to  was  marked  Plain- 
tiff's Exhil)it  3,  and  was  received  in  evidence.) 

Mr.  Lewis  E.  Lyon:  The  patents  in  this  suit  re- 
late to  devices  which  are  commonly  referred  to  and 
will  be  here  referred  to  as  potentiometers,  although 
the  two  patents  in  suit  are  entitled  adjustable  re- 
sistors. 

In  order  that  the  court  may  perhaps  have  a  bet- 
ter visual  understanding  of  the  structures  of  the 
patent,  I  am  going  to  present  here  at  the  present 
time  one  of  the  earliest  models  of  the  potentiometer 
which  was  constructed  by  the  plaintiff  and  for  the 
plaintiff  by  the  defendant,  Mr.  Pitzer.  This  model 
closely  approximates 

The  Court:  Tell  me — I  have  forgotten,  gentle- 
meii,  even  though  this  matter  has  been  before  me 
on  several  occasions,  in  what  field  these  are  used. 

Mr.  Lewis  E.  Lyon:  I  will  get  to  that.  I  just 
want  to  get  the  model  before  you.  [5] 

The  principal  field  of  these  structures  at  the  pres- 
ent time,  as  the  evidence  will  develop,  is  in  the 
field  of  guided  missiles  or  aeronautics  or  airplane 
structures.  They  are  variable  resistors  which  enable 
certain  instruments  or  certain  elements  to  be  prop- 
erly related  to  the  electrical  circuit  of  those  devices 
in  use,  and  they  are  very  exact  instruments,  as  the 
evidence  will  bring  out. 

This  model,  which  is  like  Figure  6  of  Exhibit  1 
or  2,  the  drawings  of  the  two  patents  being  the 
same,  except  this  deface  is  a  square  shaft  device, 
and  the  patent  in  suit  in  Figure  6  shows  a  round 
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shaft.  I  mil  ask  that  this  model,  for  the  purpose 
of  illustrating  the  structures,  be  received  as  Plain- 
tiff's Exhibit  4. 

The  Clerk:    Is  this  admitted,  your  Honor"? 

The  Court :     It  may  be  received. 

The  Clerk :     4  in  evidence. 

(The  document  referred  to  was  marked  Plain- 
tiff's Exhibit  4,  and  was  received  in  e^ddence.) 

Mr.  Pruitt:  Do  you  have  any  objection  if  we 
examine  the  internal  structure  of  that? 

Mr.  Lewis  E.  Lyon:  None  whatsoever  at  any 
time.  If  your  Honor  will  refer  to  plate  10  of  the 
illustrative  colored  book,  Exhibit  3,  you  will  find 
there  pictured  another  of  the  potentiometers. 

So  the  court  may  have  a  correct  understanding 
of  the  relative  size  of  these  devices,  as  they  are 
somewhat  blown  up  in  these  illustrations  for  the 
purpose  of  illustration,  I  am  going  to  present  at  this 
time  an  additional  model,  this  being  a  model  of  the 
structure  shown  on  plate  10  of  Exhibit  3,  as  Plain- 
tiff's Exhibit  5. 

The  Clerk :     Is  this  admitted,  your  Honor  ? 

The  Court :     It  may  be  admitted. 

The  Clerk :     Plaintiff's  5  in  evidence. 

(The  instrument  referred  to  was  marked 
Plaintiff's  Exhibit  5,  and  was  received  in  evi- 
dence.) 

Mr.  Lewis  E.  Lyon:  There  have  been  subpoenaed 
and  requested  certain  early  models  of  the  earliest 
models  of  potentiometers  made  by  the  plaintiff  Mr. 
Bourns,  and,  also,  one  of  those  first  models  has  a 
transparent  cover  on  it,  which  enables  the  court  to 
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see  better  the  internal  structure  of  the  device.  I  am 
goinj?  to  j)rosont  and  offer  in  evidence  at  this  time 
what  I  understand  is  the  first  linear  motion  poten- 
tiometer made  by  the  plaintiff,  Mr.  Bourns,  as 
Plaintiff's  Exhibit  6.  [7] 

The  Clerk:     Is  this  admitted,  your  Plonor? 

The  Court :     It  may  be  received. 

The  Clerk :     6  in  evidence. 

(The  instrument  referred  to  was  marked 
Plaintiff's  Exhibit  6,  and  was  received  in  evi- 
dence.) 

Mr.  Lewis  E.  Lyon:  Your  Honor  will  undoubt- 
edly remember  that  in  elementary  physics  one  of 
the  demonstrations  first  made  of  the  phenomena  of 
the  transfer  of  electrical  current  was  the  fact  that 
an  incandescent  lamp  was  hooked  up  with  a  battery 
or  source  of  electric  current,  and  in  the  wires  con- 
nected with  the  lamp  there  was  inserted  a  variable 
resistance,  and  that  variable  resistance  was  moved 
back  and  forth,  and  when  you  did  the  light  got 
dimmer  as  more  resistance  was  put  in  the  circuit, 
and  the  light  got  brighter  as  the  resistance  in  the 
circuit  was  lessened.  That  was  a  variable  resistor. 
The  problem  which  here  confronted  the  plaintiff, 
however,  was  a  problem  of  a  great  deal  different 
ma^gnitude  than  that.  The  plaintiff,  ]\Ir.  Bourns,  is 
an  engineer,  trained  in  electrical  engineering,  and 
was  manufacturing  certain  devices  when  there  was 
presented  to  him  the  problem  which  existed  in  the 
art  of  guided  missiles  in  aircraft  construction  of 
producing  a  potentiometer  which  was  a  repeatable 
potentiometer.  Now,  by  "repeatable",  and  taking  one 
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of  these  models  as  an  example,  a  structure  which 
was  accurate  to  the  nth  degree,  so  that  if  this  shaft 
of  this  model  Exhibit  6,  which  I  have  in  my  hand, 
is  moved  to  a  certain  position,  it  depended  upon 
the  instrumentality  to  which  it  was  connected,  that 
there  would  at  all  times,  when  you  returned  to  that 
position,  be  exactly  the  same  resistance  in  that  elec- 
tric circuit.  Not  a  matter  of  variation,  but  exactly 
the  same,  so  that  the  instrument  was  repeatable  and 
accurate  to  the  degree  required  in  order  to  carry 
out  the  desired  operations  in  aircraft  or  guided  mis- 
sile operation  and  construction. 

If  your  Honor  will  refer  to  Figure  6,  which  I 
believe  is  the  easiest  of  the  figures  to  see,  of  either 
Plaintiff's  Exhibit  1  or  2,  you  will  find  therein  pic- 
tured the  potentiometer  or  variable  resistance  of 
which  we  are  speaking.  Now,  that  variable  resist- 
ance or  potentiometer  includes  a  body  or  base,  which 
is  therein  loictured  as  the  lower  portion,  I  ]:)elieve 
numbered  61.  Secured  to  that  base  is  a  cover  or  top, 
which  in  that  figure  is  numbered  72. 

The  Court:  What  sort  of  metal  is  this  con- 
structed of? 

Mr.  Lewis  E.  Lyon:  That  is  constructed  of  plas- 
tic, aluminum  or  other  suitable  material,  in  order 
that  the  exact  refinements  of  construction  may  be 
had.  It  is  not  necessarily  a  metal. 

The  Court:  Is  it  material  whether  that  will  be 
or  will  not  be  a  conductor? 

Mr.  Lewis  E.  Lyon:  It  does  not  make  any  differ- 
ence the  way  this  structure  is  made,  as  long  as  there 
is  proper  [9]  insulation,  as  for  example  in  Exhibit 
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5  structure  the  ])ase  is  of  aluminum.  In  Exhi])it  6 
or  4  the  base  is  aluminum,  and  the  same  is  true  of 
the  Exhibit  5. 

Mounted  on  that  base  is  what  is  usually  an  in- 
sulated material,  a  cover  72,  which  is  usually  formed 
of  a  suitable  nonconductive  structure  or  f)lastic  ma- 
terial or  bakelite,  something  of  that  character,  which 
is  generally  nonconductive.  Now,  in  order  to  provide 
the  variable  resistance  there  is  a  coil  of  wire  shown 
in  Figure  6,  which  is  indicated  at  73,  and  that  coil 
of  wire  is  adapted  to  be  contacted  with  a  spring 
contact  plate  69,  and  that  spring  contact  plate  is 
carried  as  the  patent  states  upon  a  post  G6,  which 
is  secured  to  an  operating  shaft  64.  Now,  as  you 
move  the  shaft  64  in  or  out  of  the  structure,  you 
slide  the  contact  plate  69  along  so  that  it  engages 
different  turns  of  the  wire  of  the  coil  73  along  the 
lengtli  of  that  coil,  and  the  problem  is  to  be  sure 
that  you  always  return  to  precisely  the  same  point 
on  the  same  turn.  And  although  these  pictures  are 
rather  large,  the  wire  of  that  coil  may  be  and  is  at 
many  times  extremely  fine,  as  fine  as  human  hair, 
in  order  that  you  get  this  exact  adjustment,  and 
you  use  a  contact  button  in  contact  with  that  wire 
so  that  you  repeat  that  position. 

Now,  one  of  the  important  problems  which  was 
faced  in  this  structure  was  to  build  a  structure  in 
which  you  could  be  certain  that  the  part  stayed  in 
permanent  relation  one  to  [10]  the  other.  The  coil 
of  wire  is  at  its  contact  surface  a  curved  surface, 
so  that  the  wires  are  wound  around,  and  where  the 
contact  button  of  the  contact  plate  or  the  curved 
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surface  of  the  contact  plate  engages  the  wire  there 
was  one  curved  surface  against  another.  That  re- 
quires that  you  maintain  these  parts  in  definite  set 
relations,  so  that  you  have  the  operating  shaft  64, 
the  post  66,  the  contact  plate  69  with  its  curved 
surface  engaging  a  curved  portion  of  the  coil. 

Now,  if  you  have  rotation  or  relative  movement 
of  those  parts  in  that  combination  so  that  the  ten- 
dency is  for  the  contact  curved  surface  of  the  con- 
tact plate  69  to  engage  the  wire  at  variable  points 
around  its  curved  surface,  you  will  see  that  you 
could  not  return  to  precisely  the  same  point,  and 
you  would  not  have  a  repeatable  instrument,  one 
which  would  be  of  the  degree  of  accuracy  required, 
and  it  is  to  the  production  of  such  a  repeatable  in- 
strument where  the  parts  are  so  oriented  as  to  make 
this  repetition  possible  that  the  claims  of  these  pa- 
tents are  related.  [11] 

Now,  Mr.  Bourns  started  into  this  field,  as  I 
stated,  not  many  years  ago.  Then  this  problem  was 
presented  to  him  by  Consolidated  Vultee  in  the 
guided  missile  field,  he  at  that  time  being  in  the 
business  of  manufacturing  another  structure,  and 
they  pointed  out  to  him  the  fact  that  their  program 
was  failing  considerably  because  there  was  no  in- 
strument which  they  could  obtain  upon  the  market 
which  would  solve  the  problem  presented  by  these 
missiles,  and  their  structure  and  the  failure  of  the 
potentiometers  to  operate  within  the  precision  re- 
quired. 

Mr.  Bourns  said,  "I  will  undertake  to  make  such 
a  structure  for  you." 
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So  we  here  have  perhaps  as  one  of  the  issues  of 
this  case  an  allegation  that  Mr.  Bourns'  own  early 
activities  antedate  his  own  patent,  because  Mr. 
Bourns  undertook  an  experimental  contract  to  build 
a  strncture  for  the  Consolidated  Vultee  on  their 
one  requirement,  "What  we  want  you  to  build  is  a 
potentiometer  to  the  precision  of  five-hundredths  of 
a  degree  accuracy." 

Now,  this  question  of  anticipation  of  a  patent  by 
a  person's  own  activity  is  nothing  new  to  the  patent 
field. 

The  Court:  Let's  confine  ourselves  here.  You 
know  by  now  that  I  do  not  like  the  old-fashioned 
opening  statement,  which  was  really  an  argument. 
Let's  confine  ourselves  to  the  facts  you  are  going 
to  DT'ove,  then  swear  in  the  witnesses,  [12]  and  then 
argue  the  case  later. 

Mr.  Lewis  E.  Lyon:  Yes,  your  Honor.  The  only 
thing  I  was  trying  to  place  before  the  court  was  as 
to  what  the  issues  are. 

The  Court:  That  is  all  right.  I  know  what  anti- 
cipation is,  so  let's  confine  ourselves  to  the  issues, 
and  then  let's  have  the  proof. 

Mr.  Lewis  E.  Lyon:  I  don't  want  to  argue  the 
case  either,  your  Honor,  at  the  present  time. 

The  Court:     All  right. 

Mr.  Lewis  E.  Lyon:  I  want  to  get  to  the  court 
an  understanding  of  the  structures,  and  an  under- 
standing of  the  patents,  and  then  I  will  put  on  the 
evidence. 

The  Court:     All  right. 

Mr.  Lewis  E.  Lvon:     I  believe  that  I  have  got 
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before  the  court  at  the  present  time  the  structures, 
the  patents,  and  our  position,  as  graphically  shown 
in  Exhibit  3.  *  *  *  *  *  [13] 

The  Court:     All  right.  I  will  hear  from  counsel. 

The  Clerk:     Mr.  Samuel  Pruitt. 

Mr.  Pruit :  May  it  please  the  court :  Your  Honor, 
we  have  filed  a  rather  extensive  pretrial  memoran- 
dum, which  I  apologize  for  in  saying  that  it  includes 
quite  a  bit  of  argument. 

The  Court:  I  showed  it  to  a  visiting  judge,  and 
told  him  of  the  interpretation  put  on  the  word 
'^memorandum."  It  is  156  pages  long. 

Mr.  Pruitt :  I  apologize  for  the  weight  and  length 
of  it,  but  I  thought  it  necessary  to  put  before  the 
court  the  lack  of  invention  in  the  subject  patents, 
and  the  lack  of  infringement  of  the  numerous  de- 
vices which  are  claimed  to  infringe,  to  form  a  perti- 
nent record  before  the  court  as  the  occasion  arises. 

The  Court:     All  right. 

Mr.  Pruitt:  I  will  be  quite  brief.  Mr.  Lyon  has 
pointed  out  that  there  are  two  patents  in  issue. 

Now,  in  the  filing  of  their  pretrial  memorandum 
last  week,  Monday  of  last  week,  plaintiff  states  that 
the  model  C  type  instnmient  manufactured  by  the 
defendants  is  not  claimed  to  infringe  the  '980  pa- 
tent, and  I  am  not  advised  of  any  other  instrument 
that  has  ever  been  manufactured  by  the  defendants 
which  is  claimed  to  infringe  the  '980  patent.  [17] 
So,  so  far  as  I  know,  the  '980  patent  is  not  involved 
in  the  infringement  claim  of  the  patents. 

I  have  discussed  this  matter  with  Mr.  Lyon,  and 
T  expect  to  show  him  drawings  of  models  of  certain 
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instruments  to  satisfy  him  as  to  whether  or  not  lie 
intends  to  i)ress  any  claim  under  the  '980  patent, 
and  1  think  there  is  some  likelihood  that  that 
j)atent  will  be  eliminated  from  the  case. 

The  Court:  Unless,  it  being  a  split  j^atent,  and 
there  is  only  one  claim  in  evidence,  they  are  so  tied 
that  they  have  to  be  considered  together  in  order 
to  understand  the  situation. 

Mr.  Pruitt:  I  think  that  is  clearly  true,  your 
Honor,  that  especially  the  file  wrapper  of  the  '980 
patent  is  highly  material,  we  think,  to  the  proper 
construction  of  the  single  claim  of  the  divisional 
patent. 

With  res])ect  to  the  art  which  Mr.  Lyon  referred 
to,  briefly,  I  think  our  evidence  will  show  that  long 
prior  to  the  filing  date  of  Mr.  Bourns'  invention 
tlu^e  were  manufactured  in  this  country,  and  there 
was  well  known  in  the  art  that  there  were  being 
manufactured  accurate  wire-wound  resistors,  both 
used  as  adjustable  resistors,  or  as  potentiometers, 
and  I  think  the  evidence  will  further  show  that  the 
accuracy  and  the  repeatability  of  the  variable  re- 
sistance depends  primarily  and  almost  wholly  on 
the  quality  of  the  resistance  winding. 

The  Court:  Tell  me  what  function  they  perform 
in  the  field.  [18] 

Mr.  Pruitt :    As  I  understand  it,  your  Honor 

The  Court:  To  say  they  are  resistors  is  a  little 
general.  What  do  they  do?  Do  they  help  stabilize 
something  in  the  air,  or  what? 

Mr.  Pruitt:  As  I  understand  it,  the  primary  use 
of  the  instruments  in  suit  is  to  provide  telemetering 
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information  by  transferring  an  electrical  signal 
based  upon  the  amount  of  resistance  in  a  circuit, 
to  determine  the  amount  of  mechanical  movement 
that  is  indicated  by  this  electrical  change  in  resist- 
ance. I  must  confess  that  I  am  not  personally  fa- 
miliar with  the  exact  use  to  which  these  instruments 
are  being  put  by  the  persons  engaged  in  the  guided 
missile  program. 

I  think,  generally  speaking,  they  are  used  for 
telemetering  purposes. 

The  Court:     All  right. 

Mr.  Pruitt:  The  prior  art  will  not  only  show,  I 
think,  that  the  accurate  resistor  or  potentiometer 
was  well  known  in  the  art  at  the  time  of  the  filing 
of  the  application  for  this  patent,  but  that  the 
various  elements  of  the  claim  of  the  '981  patent 
were  shown  in  various  eastern  patents  as  of  that 
date,  and  not  only  were  the  individual  elements 
shown,  but  we  think  the  combination  itself  was 
shown  in  at  least  three  of  the  patents  relied  upon 
by  the  defendants  as  prior  art. 

We  have  filed  our  pretrial  memorandum,  and  Ex- 
hibit C,  [19]  which  shows  copies  of  those  patents 
relied  upon  as  prior  art,  and  at  the  proper  time  I 
will  introduce  these  docimients  into  the  record. 

The  Court :  I  notice  in  patent  '980  there  is  quite 
a  number  of  references  cited,  and  in  patent  '981 
only  two  are  cited. 

Mr.  Pruitt:    True,  your  Honor.  J 

The  Court:  Some  are  the  same.  Rubinstein  and 
Batcheller  are  cited.  Have  you  any  patents  in  addi- 
tion to  those  cited  there?   [20] 
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Mr.  Pruitt:  Yes,  your  Honor,  we  rely  jjarticu- 
larly  upon  a  patent  to  W.  E.  Schaiiei^  being  No. 
2,280,305,  application  filed  April 

The  Court:     Is  that  2,280,385? 

Mr.  Pruitt:  '305.  That  is  shown  in  Exhibit  C, 
No.  2  of  the  exhibits  filed  with  our  pretrial  memo- 
randum. 

The  Court:  All  right.  Just  so  I  get  the  issues. 
Is  that  your  best  reference? 

Mr.  Pruitt:  We  rely  just  as  much,  yoTir  Honor, 
on  the  Rubinstein  patent,  which  was  cited  by  the 
Patent  Office.  And  there  is  another  reference,  W.  J. 
Thayer,  which  is  No.  3  in  our  exhibit  which  we 
rely  on. 

The  Court:  All  right.  As  long  as  we  don't  roam 
all  over  the  field  of  mechanical  and  electro  sciences. 

Mr.  Pruitt :  No,  your  Honor,  we  hope  to  confine 
it  to  the  issues. 

In  connection  with  our  theory  of  lack  of  infringe- 
ment, or  our  lack  of  invention  argument,  and  our 
non-infringement  argument,  we  think  that  the  most 
that  the  Bourns  '981  claim  can  cover  is  the  particu- 
lar structural  relationship  between  his  round  shaft 
reciprocating  in  a  groove  and  the  transversely 
mounted  post  which  prevented  rotation  of  the  shaft, 
and  thus  maintain  contact  between  the  contract 
arms  and  the  resistance  element.  We  think  that  that 
particular  feature  is  something  that  a  mechanic 
skilled  in  the  art  could  devise  in  the  light  [21]  of 
the  prior  art.  And  we  further  think  that  none  of 
the  defendants'  devices  incorporate  that  particular 
structure.  *****  [22] 
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There  is  one  other  issue,  which  was  not  mentioned 
by  Mr.  Lyon,  and  that  is  in  defense  of  the  infringe- 
ment claims  we  have  set  forth  the  fact,  and  we  will 
offer  e^ddence  to  establish  that  fact,  that  substan- 
tially all  of  the  accused  devices  have  been  sold  either 
directly  to  the  United  States  Govermnent  or  to  the 
contractors  and  subcontractors  of  the  United  States 
Government.  I  think  as  of  now  all  but  20  devices 
have  been  so  sold. 

We  expect  to  prove  that  the  contract  under  which 
these  instruments  were  purchased  by  these  persons 
had  a  standard  contract  clause  called  the  authoriza- 
tion and  consent  clause,  which  announces  in  advance 
the  Government 's  consent  to  the  purchase  of  claimed 
infringing  devices.  We  expect  to  prove,  also,  that 
substantially  all  of  the  devices  were  incorporated 
[25]  into  some  other  device,  which  was  ultimately 
delivered  and  accepted  by  the  United  States  Gov- 
ernment. 

We  also  expect  to  prove  that  in  the  case  of  the 
largest  customers  of  defendants,  and  I  think — this 
is  from  memory,  but  I  think  it  will  cover  approxi- 
mately 80  per  cent  of  the  devices  sold — that  the 
contractors  wrote  to  the  proper  official  of  United 
States  Government  setting  forth  the  claimed  in- 
fringement, and  requesting  specific  authorization  hy 
the  Government  to  purchase  the  devices  from  the 
defendants,  and  we  will 

The  Court:  What  bearing  does  that  have?  The 
Government  can't  give  you  authorization  to  infringe 
somebody  else's  patent. 

Mr.  Pruitt:     My  point  is  mider  Section  1498  of 
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Title  28,  it  i)rovides  that  if  the  Government  has 
given  its  authorization  and  consent  to  the  purchase 
of  devices  which  are  accused  devices  in  a  patent 
infringement  suit,  the  patentee's  sole  remedy  is  in 
the  Court  of  Claims,  and  this  court  lacks  jurisdic- 
tion to  determine  damages  or  injunction  for  in- 
fringement to  the  extent  that  the  devices  were  sold 
to  the  Government,  so  it  is  one  of  the  important 
issues  in  this  case,  your  Honor,  because  it  relates 
to  the  jurisdiction  of  this  court. 

As  I  was  saying,  we  expect  to  introduce  the  origi- 
nal letters  from  the  proper  contracting  officer  of 
the  Government  specifically  authorizing  the  pur- 
chase of  the  devices  from  [26]  the  defendants. 

The  Court:  That  won't  oust  the  jurisdiction  of 
this  court  from  passing  on  invalidity  or  unfair 
competition.  It  would  only  be  a  question  of  dam- 
ages. I  might  not  be  able  to  award  damages,  but  I 
could  make  an  interlocutory  decree  finding  infringe- 
ment, finding  unfair  competition,  and  then  refer  it 
to  the  Court  of  Claims  for  adjudication  of  dam- 
ages, instead  of  a  master.  See,  I  am  very  jealous 
of  the  jurisdiction  of  this  court,  and  there  have  been 
many  occasions  when  either  courts  or  Congress  have 
tried  to  oust  me  when  I  wouldn't  be  ousted.  I  won 
out  recently  when  the  whole  Congress  of  the  United 
States,  the  Senate  and  House,  tried  to  oust  me  from 
jurisdiction,  but  they  didn't  know  as  much  as  I  did 
about  the  case.  And  I  tried  the  case  and  decided 
it,  and  now  they  have  released  the  Attorney  Gen- 
eral, and  he  is  defending  my  judgment.  So  it  just 
shows  you  how  jealous  I  am  of  the  jurisdiction. 
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Mr.  Pruit:  I  should  have  pointed  out,  in  addi- 
tion to  the  fact  you  mentioned,  that  the  defendants 
have  counterclaimed  for  declaratory  relief,  asking 
that  the  court  adjudicate  the  validity  or  invalidity, 
and  the  infringement  or  non-infringement. 

The  Court:    Yes,  we  can  do  it  regardless  of  that 
section.  We  will  take  a  short  recess. 
[27] 
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the  plaintiff  herein,  called  as  a  witness  in  his  own 
behalf,  having  been  first  duly  sworn,  was  examined 
and  testified  as  follows: 

Direct  Examination 

The  Clerk:    What  is  your  name,  please? 

The  Witness:    Marian  E.  Bourns. 

The  Clerk:    Thank  you. 

Q.  By  Mr.  Lyon:  Where  do  you  reside,  Mr. 
Bourns  ? 

A.     2482  Carlton  Place,  Riverside. 

Q.    What  is  your  occupation? 

A.    We  manufacture  electrical  instruments. 

Q.  How  long  have  you  been  engaged  in  that 
business  ? 

A.     Since  the  fall  of  1946,  or  the  early  winter. 

Q.    What  is  your  training? 

A.  Physics  major,  with  many  courses  in  the  en- 
gineering college  of  the  University  of  Michigan. 

Q.  After  leaving  Michigan,  or  during  the  time 
you  were  at  Michigan,  what  did  you  do  in  following 
the  electrical  engineering  profession? 
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The  Court:  By  physics  major,  I  assume  you 
mean  you  got  a  Bachelor  of  Science  degree?  [28] 

The  Witness:    That  is  correct;  in  physics. 

The  Court:    Majoring  in  physics? 

The  Witness:    Correct. 

Q.  By  Mr.  Lyon :  The  question  is :  After  or  dur- 
ing the  time  you  were  still  in  Michigan,  the  Univer- 
sity of  Michigan,  what  did  you  do  in  following  the 
electrical  engineering  profession? 

A.  A  few  weeks  prior  to  graduation  I  accepted 
full  time  employment  by  the  University  of  Michi- 
gan in  engineering  research  on  a  secret  electronic 
project. 

Q.    Ultimately  determined  to  be  what  project? 

A.  I  am  frankly  not  sure  whether  I  am  in  a  po- 
sition to  say  or  not.  It  is  one  of  the  main  top  secret 
projects  of  the  last  war. 

Mr.  Lyon:    It  has  been  publicized  since  then. 

The  Court:  It  isn't  important,  and  I  think  we 
would  rather  not  have  it.  We  are  not  senators,  Mr. 
Bourns,  so  we  do  not  assume  the  right  to  have  you 
disclose  secrets,  and  that  is  true  except  when  the 
Grovemment  brings  a  law  suit.  If  the  Government 
brings  a  law  suit,  then  we  tell  them,  "You  didn't 
need  to  bring  it  unless  you  wanted  to  disclose  the 
contract."  For  instance,  they  brought  a  case  re- 
cently and  they  didn't  want  to  disclose  a  contract, 
and  I  said,  "All  right,  dismiss  your  law  suit  if  you 
don't  want  to  disclose  it."  But  this  is  not  of  any 
impoi-tance,  and  I  will  relieve  you  of  [29]  the  nec- 
essity to  answer. 
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Q.  By  Mr.  Lyon:  All  right.  How  long  did  you 
continue  in  the  pursuit  of  that  research  problem? 

A.  Following  my  employment  by  the  University 
of  Michigan,  and  during  that  employment,  in  fact, 
I  was  sent  to  Cal  Tech  on  the  same  project,  and 
worked  on  the  University  of  Michigan  payroll  at 
Cal  Tech  for  several  months,  and  thereupon  was 
transferred  to  Cal  Tech's  payroll. 

Cal  Tech  was  working  on  this  project  with  the 
Naval  Ordnance  Test  Station,  and  with  General 
Tire  &  Rubber,  so  that  employment  by  all  three 
groups  on  the  same  basic  job  followed. 

Q.     The  question  was:    How  long  did  that  last? 

A.  About  a  year  and  a  half  at  the  University 
of  Michigan,  as  I  recall,  and  approximately  a  year 
with  the  other  three  organizations  in  California. 

Q.  All  right.  Following  the  completion  of  your 
connection  with  that  job,  what  did  you  do  in  the 
electrical  engineering  field,  if  anything? 

A.  I  intended  to  go  into  business  for  myself, 
making  electronic  devices,  and  once  considered  mak- 
ing oscillascopes  or  telemetering  transmitters  on 
which  a  patent  was  applied  for,  and  various  elec- 
tronic devices  of  that  type. 

Q.  You  say  you  intended  to.  Did  something  in- 
terrupt those  intentions?  [30] 

A.  Well,  actually  we  needed  some  money  to 
keep  going,  and  it  was  apparent  that  the  electronic 
devices  would  take  considerable  development,  so  it 
appeared  that  it  would  be  of  more  immediate  mone- 
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tary  value  to  solve  a  problem  which  I  had  become 

familiar  with  through  Convair. 

Q.     And  what  problem  was  that? 

A.  Convair  was  having  a  great  amount  of  dif- 
ficulty with  a  vane  unit  they  were  using  on  their 
missile. 

Mr.  Pruitt:  Just  a  minute.  Your  Honor,  I  ob- 
ject to  this  as  testimony  which  is  not  within  the 
knowledge  of  the  witness  unless  he  had  some  con- 
versation. 

The  Court:  He  stated  he  became  familiar  with 
it,  and  he  puts  it  in  that  way.  It  came  to  your 
attention  % 

The  Witness:    That  is  correct. 

Q.    By  Mr.  Lyon :    By  Convair,  you  mean  whom  ? 

A.  Consolidated  Vultee  Aircraft  Corporation, 
and  the  Downey  plant,  specifically. 

The  Court:  In  patent  cases  in  many  in- 
stances it  is  permitted  that  the  witness  who  claims 
invention  can  state  the  problem  that  existed  in  the 
industry,  or  in  the  branch  of  knowledge,  and  it 
isn't  hearsay  provided  he  himself  was  aware  of  the 
problem.  Whether  he  came  to  it  by  personal  experi- 
ments or  whether  people  with  whom  he  dealt  called 
it  to  his  attention  becomes  important  because  the 
patentability  may  depend  upon  the  existence  of  the 
problem  and  the  manner  in  which  he  [31]  solved 
it.  An  invention  may  arise,  if  he  solves  it  in  a  man- 
ner which  was  not  apparent  to  anyone  before.  And 
so  we  have  in  all  these  cases  the  problem  which 
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confronted  the  inventor,   unless  you   deal  with   a 

simple  mechanical  thing. 

All  right,  go  ahead. 

Q.  By  Mr.  Lyon:  You  say  you  became  ac- 
quainted mth  this  problem  at  Vultee,  or  at  Con- 
solidated Vultee,  Convair.  And  what  was  the  prob- 
lem? 

A.  It  was  the  desire  of  Convair  to  measure  the 
angle  of  attack  and  the  angle  of  the  yaw  of  a 
missle  as  it  was  flying  through  the  air,  and  in  order 
to  do  this  they  had  previously  employed  a  rather 
complex  device,  with  an  open  case,  as  I  recall,  on 
which  a  vane  was  mounted  to  a  gear,  and  a  gear 
reduction  was  provided  from  that  assembly  to  a 
rotary  potentiometer.  They  stated  that  a  great  deal 
of  difficulty  had  been  encountered  in  backlash  of 
the  gears  and  through  malfunction  of  the  pot,  and 
failure  of  repeatability,  plus  excessive  friction. 

Q.  Now,  you  used  a  word  there,  Mr.  Bourns, 
"pot."  What  did  you  mean  by  that  word? 

A.  "Pot"  is  quite  often  used  in  engineering 
terminology  as  an  abbreviation  for  potentiometer. 

Q.  So  that  when  you  use,  as  you  probably  will 
in  your  testimony,  the  word  "pot,"  you  are  refer- 
ring to  potentiometer? 

A.  That  is  correct,  yes.  I  probably  can't  help 
it.  [32] 

Q.  All  right.  Now,  you  stated  that  they  were 
using  a  rotary  potentiometer  at  Convair.  Will  you 
elaborate  on  that?  What  were  they  using? 

A.    I  believe  they  were  using  a  Giannini  -po- 
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tentiometer  known  by  the  trade  name  of  Micro- 
torque. 

Q.  Now,  how  was  that,  in  accordance  with  your 
knowledge,  connected  in  this  guided  missile  and  this 
instrument  ? 

A.  I  believe  the  shaft  of  the  Microtorque  pot 
had  a  small  gear,  and  the  vane  had  a  large  gear, 
and  the  two  gears  operated  together,  so  that  move- 
ment of  the  vane  caused  movement  of  the  small 
rotary  pot. 

Q.  What  was  their  difficulty  or  what  was  their 
problem  of  that  use? 

A.  I  believe,  in  addition  to  telemetering,  it  was 
my  impression  they  were  also  using  this  device  to 
control  the  actual  flight  of  the  missile,  and  it  was 
very  important  that  this  device  be  exactly  accurate, 
or  the  entire  missile  would  not  have  a  successful 
flight. 

Q.  Was  there  or  was  there  not  a  problem  stated 
to  you  by  Consolidated  Vultee  with  respect  to  this 
particular  use  of  a  potentiometer? 

A.  Consolidated  personnel  felt  that  this  potentio- 
meter arrangement  was  definitely  troublesome  in 
their  device,  and  in  their  missile,  and  was  one  of 
the  major  causes  of  the  failure  of  the  missiles  at 
that  time.  [33] 

Q.  Did  they  state  to  you  that  they  were  having 
failures  in  the  missile  at  that  time? 

A.    That  was  my  impression,  yes,  sir. 

Q.    And   they   stated   to   you   that    one    of    the 
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sources  of  the  difficulty  was  the  potentiometers;  is 

that  correct? 

A.  That  was  one  of  their  main  sources  of  diffi- 
culty, yes.  In  fact,  it  was  generally  known  to  the 
people  in  the  missile  field  that  pickups  or  trans- 
ducers to  get  information  about  the  flight  of  the 
missile,  or  to  control  the  flight  of  the  missile  were 
the  major  drawbacks  to  the  success  of  the  missile 
projects  at  that  time. 

Q.  Was  this  somewhat  a  secret  project  with 
Consolidated  Yultee,  this  guided  missile  project? 

A.  I  believe  it  was.  I  had  top  secret  clearance 
for  one  project,  and  I  believe  it  extended  over  that 
period  of  time  also. 

Q.  I  see.  It  was  because  of  that  top  secret  clear- 
ance that  you  were  able  to  obtain  this  information ; 
is  that  correct? 

A.     I  believe  that  would  be  correct. 

Q.  Now,  did  you  discuss  with  anyone  at  Con- 
solidated Vultee  any  of  your  thought  that  you  would 
endeavor  to  solve  their  problem  for  them? 

A.  I  believe  I  may  have  initially  indicated  that 
I  would  like  to  go  into  the  electronic  field,  and  my 
original  [34]  thought  was  to  purchase  a  trailer  and 
to  endeavor  to  install  telemetering  equipment  on 
the  missiles  and  pick  up  the  records  in  this  trailer, 
and  provide  the  company  with  a  complete  record  of 
the  flight. 

Q.  Now,  when  this  problem  in  the  potentiometer 
in  the  guided  missile  was  presented  to  you,  did  you 
indicate  to  Consolidated  Vultee,  or  their  engineer- 
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ing  staff,  that  you  would  endeavor  to  solve  their 

problem  ? 

A.  It  was  apparent  the  device  they  were  using 
was  unnecessarily  complex  and  crude,  and  I  pro- 
ceeded to  have  a  job  shoj)  make  a  model  instrument 
to  my  design,  which  I  thought  would  be  a  drastic 
improvement  on  the  prior  device. 

Q.  Well,  then,  whether  you  stated  to  them  or 
not  that  you  would  try  to  solve  the  problem,  you 
set  out  to  solve  the  problem;  is  that  correct? 

A.     That  is  right. 

Q.  Now,  in  doing  that,  what  did  you  do  in  trying 
to  solve  this  problem?  What  did  you  do? 

A.  Well,  basically,  I  worked  out  various  sketches 
of  my  own,  w^hich  seemed  to  be  a  more  direct  ap- 
inoaeh  to  the  problem,  and  came  up  with  an  en- 
tirely different  device,  which  consisted  of  only  one 
moving  part,  and  which  was  much  more  accurate 
and  repeatable,  and  appeared  to  me  to  be  a  great 
imi)rovement  in  solving  this  problem. 

Q.  Now,  you  state  that  you  first  had  some  job 
shop  [35]  make  for  you  a  vane  type  instrument 
according  to  your  design.  What  was  the  name  of 
that  shop? 

A.     Instrument  Development  Company. 

Q.    Where  was  they  located? 

A.     Pasadena. 

Q.     And  who  was  employed  by  that  company? 

A.  As  I  recall,  a  man  by  the  name  of  Percy 
Scaling  and  Charles  Edler  were  the  two  owners  of 
the  company. 
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Q.  And  at  that  place  did  you  contact  any  par- 
ticular individuals  who  worked  on  this  problem? 

A.     Primarily,  Percy  Scaling. 

Q.  Now,  I  place  before  you  a  device,  and  ask 
you  what  that  is? 

A.  This  device,  except  for  the  vane  and  various 
other  minor  alterations  which  were  made  subse- 
quently was  the  first  vane  unit  that  was  made  for 
me  by  Instrument  Development. 

Q.  Now,  I  would  like  to  have  you,  if  you  can, 
take  that  cover  off  and  explain  to  the  court, — you 
say  you  developed  a  device  with  only  one  moving 
part.  I  would  like  to  have  you  just  explain  to  the 
court  what  you  meant  by  that? 

A.     Does  anyone  have  a  screwdriver? 
(The  tool  was  handed  to  the  witness.) 

Mr.  Lewis  E.  Lyon:  In  the  meantime  I  will  ask 
that  this  device  be  marked  for  identification  as 
Plaintiff's  Exhibit  next  in  order.  [36] 

The  Clerk:  Plaintiff's  Exhibit  7,  marked  for 
identification  only. 

Q.  By  Mr.  Lyon :  Now,  you  have  removed  from 
Exhibit  7,  for  identification,  a  portion  of  it.  What 
portion  of  that  is  it  ?  Is  that  the  base  ? 

A.     The  sheetmetal  lid. 

(The  device  referred  to  was  marked  Plain- 
tiff's Exhibit  7,  for  identification.) 

Q.     That  is  the  lid;  all  right. 

A.  This  device  consists  of  only  one  moving  part, 
and  it  is  counterbalanced  in  such  a  manner  that 
the  portion  on  one  side  of  the  bearings  is  equal  to 
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the  moment  of  inertia,  the  x^ortion  on  the  other 
side,  and  one  of  the  major  problems  they  had  was 
getting  adequate  accuracy  and  the  figure  of  .05 
degrees  was  mentioned,  which  is  only  three  minutes 
of  arc.  So  the  reason  this  first  device  was  so  long 
was  to  enable  me  to  put  in  a  long  enough  element 
in  that  arc  to  provide  the  accuracy  that  they  said 
was  required  of  this  instrument,  in  view  of  the 
size  of  the  wiring.  You  can  see  that  the  wire  is 
extremely  small. 

The  Court:    Like  a  hair. 

The  Witness:    That  is  right. 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  will  you  just 
describe  this  instrument  and  its  operation  ?  Describe 
the  whole  instnmient,  and  how  it  operates,  and  what 
it  does.  Let's  [37]  not  assume  that  anybody  has 
any  knowledge  of  what  a  potentiometer  is  in  any 
way. 

A.  Well,  the  device  is  mounted  in  a  missile  or 
airplane  in  such  a  manner  that  the  vane  protrudes 
outside  the  missile  through  a  hole  into  the  slip- 
stream, and  one  of  the  features  of  this  imit,  in 
order  to  enable  that  to  be  done,  was  a  Y-shaped 
device  here,  which  peiTuits  the  vane  to  be  removed 
and  reassembled  with  no  misalignment.  That,  too, 
was  said  to  be  one  of  the  major  problems  of  the 
other  device.  It  was  not  a  satisfactory  way  of  re- 
movino:  the  vane  and  replacing  it  in  exactly  the 
previous  manner,  so  that  the  calibration  originally 
obtained  may  not  be  accurate. 

Then,  in  accordance  with  the  variation  of  the 
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missile  relative  to  the  airstream,  this  arm  moved 
along  this  resistance  element,  and  by  attaching  a 
battery  across  the  two  end  terminals  of  the  poten- 
tiometer a  varying  voltage  may  be  obtained  from 
the  wiper.  This  voltage  is  obtained  off  the  electrical 
element  going  through  this  contact  and  hence  to  this 
other  contact  and  hence  to  this  plate  which  is  tied 
to  this  center  terminal. 

Q.  What  was  that  variable  voltage  or  that  varia- 
tion in  voltage  used  for  in  this  problem?  What  did 
we  accomplish  by  if? 

A.  I  believe  it  was  used  for  one  thing,  for  tele- 
metering purposes,  to  get  infoimation  about  the 
flight  of  the  missile,  [38]  and  it  is  also  my  imx3res- 
sion  that  it  also  may  have  been  used  to  actually 
control  the  flight  of  the  missile  through  several 
mechanism  devices  which  actuated  the  fins  and  flaps 
of  the  missile,  in  accordance  with  information 
picked  up. 

The  Court:  What  does  a  telemeter  achieve  in  a 
guided  missile? 

The  Witness:  A  telemeter  is  simply  a  radio 
transmitter  into  which  the  varying  voltage  from 
this  device  can  be  fed,  and  then  this  radio  signal 
is  picked  up  on  the  ground  with  a  receiver  and  the 
output  is  recorded,  so  that  any  change  in  the  flight 
of  the  missile  can  be  later  obtained  by  inspection 
of  the  tape. 

The  Court :  It  is  in  reverse  order.  In  other  words, 
it  is  a  signal  from  the  missile? 

The  Witness :     Right. 
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The  Court :     An  automatic  signal  from  the  mis- 


sile  

The  Witness :     Continuous. 

The  Court:    to  the  ground? 

The  Witness :  Right.  And  that  occurs  all  the  time 
tlie  missile  is  in  flight,  to  indicate  all  the  function- 
ing of  the  missile.  Various  things  they  are  interested 
in,  for  instance,  air  pressure,  and  angle  of  yaw  and 
angle  of  attack,  and  the  movement  of  various  con- 
trol surfaces  and  various  valves  which  operate  the 
missile,  and  also  altitude  and  air  speeds. 

Q.  By  Mr.  Lewis  E.  Lyon :  All  right.  Are  those 
variations  [39]  which  may  be  of  wide  range  or  are 
they  variations  they  are  trying  to  record  of  rather 
slight  magnitude,  or  may  they  be  both? 

A.  Well,  actually,  they  are  both,  which  is  a  part 
of  the  problem.  In  some  cases  the  variations  are 
rather  great,  so  that  the  total  excursion  of  the  vane 
in  this  case  needs  to  be  rather  great,  but,  on  the 
other  hand,  it  is  desired  to  pick  up  rather  small 
changes  when  the  missile  reaches  a  very  high  speed. 

Mr.  Lewis  E.  Lyon:  At  this  time  I  will  offer  in 
evidence  as  a  part  of  this  witness'  testimony  the 
Exhibit  7,  for  identification,  heretofore  so  marked, 
as  Exhibit  7. 

Mr.  Pruitt:     May  I  see  it? 

Mr.  Lewis  E.  Lyon :  Yes.  While  it  is  open,  coun- 
sel for  the  defendants  might  like  to  examine  it. 

The  Clerk :    This  has  been  offered,  your  Honor. 

The  Court :    It  may  be  received. 

The  Clerk :     7  in  evidence. 
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(The  device,  heretofore  marked  Plaintiff's 
Exhibit  7,  for  identification,  was  received  in 
evidence.) 

Q.  By  Mr.  Lewis  E.  Lyon:  After  this  Exhibit 
7,  this  vane  type  potentiometer  was  constructed  for 
you,  what  did  you  do  with  it? 

A.  I  took  the  unit  down  to  Convair,  and  showed 
them  my  approach  to  the  problem  of  measuring  the 
angle  of  yaw  and  [40]  angle  of  attack. 

Q.  When  they  inspected  this  unit,  what  did  they 
say  I 

A.  They  said  it  felt  like  a  boat  anchor,  because 
it  was  so  heavy,  and  it  was  so  big  that  it  was  ridicu- 
lous in  their  cramped  quarters,  in  their  opinion, 
and  I  pointed  out  that  it  was  only  because  of  the 
extreme  accuracy  that  they  had  said  was  required 
that  the  thing  was  as  large  as  it  is,  and  that  it  could 
be  half  as  small  if  they  would  permit  half  the 
accuracy.  [41] 

Q.     Well,  did  they  ever  permit  half  the  accuracy  ? 

A.  I  think  they  still  wanted  the  accuracy.  We 
endeavored  to  use  smaller  wire  in  the  elements  and 
compromise  generally  in  the  interest  of  making  the 
size  more  reasonable.  They  also  objected  to  the  first 
vane  as  being,  looking  like  the  rudder  of  a  boat. 

Q.  Well,  as  a  result  of  this  demonstration  did 
Consolidated  Vultee  commission  you  to  make  an 
experimental  device  for  them? 

A.  No,  not  as  the  result  of  this  particular  one. 
I  then  brought  the  unit  back  to  Instrument  Devel- 
opment and  had  them  do  considerable  alteration.  In 
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the  original  unit,  rather  than  the  second  contact 
and  the  little  silver  plate  I  had  a  flexible  lead  wir^^ 
running  from  the  moving  arm  to  the  center  termi- 
nal, and  it  was  found  that  that  introduced  far  too 
much  torque  in  the  system,  and  did  not  permit  free 
operation,  so  that  was  replaced. 

Then  mounting  holes  were  provided  by  means  of 
some  plate  nuts,  and  the  vane  was  changed. 

Q.  Well,  then,  did  you  make  a  second  instru- 
ment "? 

A.  Well,  I  made  modifications  on  the  first  one 
and  then  took  it  back  to  show  them. 

Q.  And  then  you  took  the  modified  instrument 
back  and  did  they  accept  that? 

A.     No.  It  was  still  too  big.  [42] 

Q.     Still  too  big? 

A.  Right.  In  the  meantime  I  had  worked  out  on 
the  other  ideas  for  making  the  unit  smaller  and 
easier  to  produce,  and  better  generally. 

Q.     And  did  you  produce  the  second  instrument? 

A.  Yes,  I  did,  I  had  Instrument  Development 
make  another  entirely  different  instrument. 

Q.  I  hand  you  another  instnmient  of  the  vane 
type,  which  I  will  ask  be  marked  Exhibit  8  for 
identification.  And  I  am  removing  from  this  instru- 
ment your  identification  tag,  Mr.  Warner,  which 
has  your  initials  on  it,  being  one  that  I  believe  you 
put  your  identification  on  sometime  before,  or  who- 
soevers  identification  mark  it  was  I  am  taking  it  off 
at  the  present  time.  And  I  ask  that  it  be  marked 
Exhibit  8  for  identification. 
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The  Clerk:     8  marked  for  identification  only. 
(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  8  for  identification.) 

Q.  By  Mr.  Lewis  E.  Lyon:  I  hand  you  this 
device  Exhij^it  8  for  identification  and  ask  you  if 
you  can  tell  me  what  that  is,  and  if  you  will  do  so, 
please  ? 

A.     It  is  a  model  of  a  vane  potentiometer. 

Q.  Well,  does  this  have  relation  to  this  second 
device  that  you  say  you  manufactured? 

A.  It  isn't  the  second  device,  I  don't  believe,  but 
[43]  it  is  similar  to  it. 

Q.     It  is  not  the  second  device? 

A.    No,  it  is  not. 

Q.     Do  you  have  the  second  device? 

A.    Yes,  sir,  I  believe  it  is  there. 

Q.     Will  you  go  see  if  you  can  find  it? 

If  I  marked  the  wrong  one  I  don't  want  to  do 
that.  Now,  you  have  produced  from  a  box  a  third 
device.  I  will  ask  that  this  be  marked  Exhibit  9 
for  identification. 

The  Clerk:    9  marked  for  identification  only. 

(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  9  for  identification.) 

Q.  I  hand  you  the  device  that  you  have  pro- 
duced, Exhibit  9  for  identification,  and  I  will  ask 
you  to  describe  this  instrument  the  same  as  you 
did  with  respect  to  Exhibit  7,  taking  it  apart,  if  nec- 
essary, to  demonstrate  it,  although  it  has  a  trans- 
pMrofif  <'i)Ycv  on  if 

A.     I  believe  the  ojoeration  can  be   seen  fairl}^ 
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well  through  the  transparent  cover.  This  unit  incor- 
porates two  ball  bearings,  one  mounted  just  inside 
this  wall  and  one  mounted  inside  this  wall,  and  to 
those  ball  bearings  is  affixed  an  arm,  which  has  an 
insulating  portion,  and  to  that  arm  a  resilient  con- 
tact plate  is  affixed.  One  end  of  that  plate  rides  on 
this  plate  back  here,  which  is  tied  to  the  center 
contact,  and  these  other  two  terminals  are  tied  to 
the  two  ends  of  the  [44]  resistance  element.  The 
use  of  ball  bearings  was  a  major  improvement  over 
the  first  device,  inasmuch  as  the  friction  was  greatly 
reduced.  And  this  contact  was  brought  as  near  as 
feasible  to  the  center  of  the  shaft,  so  that  friction 
from  the  second  contact  would  be  a  minimum. 

The  aligning  device  was  slightly  altered.  There 
is  a  roimd  pin  which  fits  into  a  V-shaped  groove  in 
the  vane  so  each  time  the  vane  is  installed  on  the 
instrument  it  would  be  exactly  aligned,  as  it  was 
before  it  was  removed.  This  permits  installation  of 
the  device  inside  the  missile  with  the  vane  on  the 
outside,  without  losing  the  calibration. 

The  Court:    You  also  got  rid  of  the  boat? 

The  Witness :  Yes,  somewhat,  although  it  is  fairly 
large.  We  put  tap  mounting  holes  on  all  surfaces. 
We  didn't  know  where  they  would  mount  it,  so  we 
put  it  on  all  sides. 

Q.  By  Mr.  Lewis  E.  Lyon:  Was  this  second 
device.  Exhibit  9  for  identification,  exhibited  to 
Consolidated  Yultee?  A.     Yes,  it  was. 

Q.     Did  they  accept  that  one  ? 

A.    No,  they  didn't  accept  this  one  either.  How- 
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ever,  they  thought  it  was  a  big  improvement  over 

the  other. 

Q.     Did  they  have  any  specific  criticism  of  this? 

A.  I  don't  recall  any  specific  criticism.  I  think 
possibly  the  total  travel  of  this  instrument  was  felt 
to  be  [45]  too  small  for  their  application. 

Q.    By  "total  travel"  you  mean  what? 

A.  Angle  of  arc  through  which  the  device  oper- 
ates. 

Q.  All  right.  Now,  as  a  result  of  this  instrument 
did  they  commission  you  to  do  anything? 

A.  Yes,  they  did  issue  a  purchase  order,  which 
requested  that  I  produce  five  vane  instruments,  and 
I  believe  the  only  thing  specified  on  the  order  was 
that  they  must  have  an  accuracy  of  plus  or  minus 
.05  degrees. 

Q.  Have  you  that  purchase  order  in  your  rec- 
ords here?  I  believe  you  have  it. 

A.  I  have  a  copy  of  it.  I  don't  believe  I  have  the 
original. 

Q.    What  is  it,  a  photostatic  copy? 

A.    Yes. 

Q.  Will  you  produce  that  photostatic  copy, 
please? 

Mr.  Lewis  E.  Lyon:  I  vdll  offer  the  device  here- 
tofore marked  for  identification  in  evidence  as  Ex- 
hibit 9. 

The  Court :    It  may  be  received. 

The  Clerk:    9  in  evidence. 

(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  9,  and  was  received  in  evidence.) 
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Mr.  Pruitt:  I  note  this  says  ''Exhibit  A  attached 
thereto";  is  that  available? 

The  Witness:    Yes.  [46] 

Lewis  E.  Lyon:  Yes.  Let's  find  out  what  Exhibit 
A  was,  and  get  this  all  together. 

Q.  By  Mr.  Lewis  E.  Lyon :  You  have  produced 
two  sheets,  in  response  to  the  interrogation,  which  I 
will  ask  be  marked  as  Exhibits  10-A  and  -B,  10-A 
being  the  purchase  order,  and  10-B  being  that  in- 
strument stated  to  be  Exhibit  A  to  the  purchase 
order.  Do  you  have  any  question  about  these  being 
photostatic  copies? 

Mr.  Pruitt:  I  don't  at  present,  Mr.  Lyon,  but  I 
regret  that  I  don't  have  my  copies  here  to  check 
them.  May  I  reserve  the  right  to  correct  them? 

Mr.  Lewis  E.  Lyon :     Cei-tainly. 

The  Court :  They  will  be  received  subject  to  that 
reservation. 

The  Clerk:    10-A  and  10-B  in  evidence. 

(The  exhibits  referred  to  were  marked  Plain- 
tiff's Exhibits  10-A  and  10-B,  and  were  received 
in  evidence.) 

[See  Book  of  Exhibits.] 

Q.  By  Lewis  E.  Lyon:  I  hand  you  Exhibits 
10-A  and  10-B,  and  ask  you  if  these  are  the  two 
devices  or  instruments  received  by  you  together  and 
which  constituted  a  purchase  order,  is  that  correct? 

A.    Yes. 

Q.  Was  there  any  known  specifications  of  any 
device  to  be  manufactured  in  accordance  with  that 
purchase  order?  [47] 
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A.  No,  there  wasn't.  In  fact,  when  the  purchas- 
ing department  of  Convair  first  called  on  the  phone, 
I  recall  that  he  asked  what  our  terms  of  sale  were, 
and  I  said,  "Well,  I  don't  know  what  you  mean  by 
terms  of  sale."  He  said,  "Do  you  give  one  per  cent 
in  10  days,  or  whatf 

I  said,  "What  do  the  other  folks  dof 

''Most  of  them  give  one  per  cent  in  10  days." 

So  I  said,  "Okay,  we  will  do  that,  too." 

Q.  You  had  exhibited  these  particular  devices 
to  Consolidated  Vultee,  that  is  Exhibit  7  and  Ex- 
hibit 9.  State  whether  or  not  this  was  in  the  nature 
of  an  experimental  purchase  order,  I  mean  this  Ex- 
hibit 10-A  and  10-B? 

A.     I  would  think  that  it  was,  yes. 

Q.  The  only  thing  that  was  specified  by  Con- 
solidated Vultee  is  the  degree  of  accuracy  of  the 
ultimate  instrument,  isn't  that  correct? 

A.  Yes,  I  notice  it  also  specified  the  total  resist- 
ance, which  is  2,000  ohms. 

Q.  Then  they  specified  that  they  wanted  an  in- 
strument which  had  a  capacity  of  2,000  ohms  with 
an  accuracy  of  .05  degrees,  is  that  correct  % 

A.     That  is  all  that  was  on  the  order. 

Q.    And  that  is  all  that  was  known,  wasn't  it? 

A.    Yes. 

Q.  I  notice  a  price  extended  here  of  $225  each 
for  [48]  these  devices,  and  that  there  were  to  be 
^YQ  of  them.  Isn't  that  a  rather  exhorbitant  price 
for  a  device  like  Exhibit  9,  for  example. 

A.    Well,  it  certainly  is  rather  expensive.  How- 


Marian  E.  Bourns  IT).'} 

(Testimony  of  Marian  E.  Bouiiis.) 
ever,  I  think  since  a  missile  is  worth,  I  understand, 
in  the  neigliborhood  of  $100,000,  the  expenditure  of 
$200,  if  it  will  solve  the  problem,  is  relatively  minor 
by  comparison. 

Q.  Does  or  does  not  that  price  extension  indi- 
cate that  this  was  more  or  less  of  an  experimental 
order,  rather  than  for  the  purchase  of  a  definite 
device  ? 

A.  I  believe  the  price  was  set  by  me  as  one  that 
would  be  sufficient  to  cover  the  experimentation  and 
engineering  and  production  that  would  be  involved 
in  nip.kins:  the  five  experimental  units. 

Q.  All  rie^ht.  Now,  did  you,  in  accordance  with 
tliis  Consolidated  Vultee  order,  Exhibit  10-A  and 
10-B,  produce  these  instruments  called  for? 

A.    Yes,  we  did. 

Q.  Have  you  the  instrument  that  you  so  pro- 
duced, or  a  sample  of  it? 

A.  It  was  similar  to  the  one  which  you  have  al- 
ready introduced,  but  that  may  not  be  one  of  the 
first  five. 

Q.     Do  you  mean  8  for  identification? 

A.     I  believe  it  was  similar  to  that. 

Q.  Similar  to  Exhibit  8  for  identification.  I  will 
[49]  hand  you  Exhibit  8  for  identification  and  ask 
you  if  that  is  what  you  referred  to  ? 

A.  I  should  clarify  that  we  used  bakelite  lids 
on  the  production  units,  inasmuch  as  this  Incite  will 
not  stand  the  200  degree  temperature  which  is  re- 
quired of  all  missile  components.  This  was  strictly 
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for  demonstration  on  this  imit  and  on  this  one  (in- 
dicating) . 

Q.  Now  you  are  talking  about  Exhibit  8.  You 
say  the  ones  that  you  produced  in  accordance  with 
this  order  Exhibit  10-A  and  10-B  were  similar  to 
but  not  identical  with  Exhibit  8,  is  that  correct? 

A.     Yes,  I  believe  so. 

Q.  Will  you  point  out  where  there  was  any  dif- 
ference between  the  ones  that  you  delivered  in  ac- 
cordance with  Exhibit  10-A  and  Exhibit  8  ? 

A.  One  main  difference  was  the  stops  in  this 
earlier  device  were  little  round  eccentric 

Q.  No,  I  don't  mean  that.  You  say  the  ones  you 
delivered  to  Convair,  and  in  accordance  with  Ex- 
hibit 10-A,  were  similar  to  but  not  identical  with 
Exhibit  8  for  identification,  we  want  to  know  how 
the  ones  that  were  delivered  differed  from  Exhibit 
8,  not  how  they  differed  from  Exhibit  9. 

A.  Well,  bakelite  lid  that  I  already  mentioned 
was  one  difference. 

Q.    Was  there  any  others'?  [50] 

A.  I  think  the  first  unit — I  believe  on  the  first 
ones  we  used  a  brass  arm,  and  a  bakelite  insulating 
block  attached  to  the  arm,  and  this  one  has  an  all 
bakelite  arm,  as  far  as  I  can  see,  so  that  would  be 
one  of  the  differences.  Also,  this  has  a  little  dif- 
ferent counterbalance  arrangement,  I  believe,  than 
we  first  used.  I  am  not  sure  whether  the  travel  of 
this  unit  is  the  same  or  not. 

Q.  Well,  generally  Exhibit  8  for  identification 
is  illustrative  of  the  first  structure  that  you  made 
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on  the  experimental  order,   excefjt  for  the  minor 

differences  that  you  ijointed  out,  is  that  correct '^ 

A.    Yes,  that  is  right. 

Q.  All  right.  Now,  when  was  that  delivery 
made? 

A.     On  February  25,  1947. 

Q.  Those  instruments  were  subsequently  paid 
for,  were  they? 

A.     Yes,  I  think  about  a  month  or  so  later. 

It  seemed  longer  than  that  at  that  time. 

Q.     They  were  accepted,  then? 

A.  We  never  got  them  back.  I  guess  they  finally 
did  something  with  them. 

Q.  All  right.  Now,  during  this  period  of  time 
of  the  making  of  this  rotary  type  potentiometer, 
this  vane  type,  was  there  any  other  problem  that 
was  expressed  to  you  by  Consolidated  Vultee  in 
this  same  field,  which  you  also  sought  [51]  to  solve? 

A.  Yes,  there  was.  They  mentioned  that  another 
of  their  problems  was  determining  the  position  of 
some  of  the  fins  on  the  missile,  and  also  the  posi- 
tion of  various  actuating  hydraulic  piston  devices, 
and  they  said  that  at  that  time  the  only  means  they 
had  of  determining  the  position  of  these  defaces, 
either  for  telemetering  or  for  control  purposes  was 
the  use  of  a  very  crude  arrangement,  which  con- 
sisted of  a  rotary  potentiometer,  probably  of  the 
radio  vohime  control  variety,  to  which  a  string  or 
small  wire  was  attached  around  the  shaft  or  a 
pulley  on  the  shaft,  and  this  string  then  was  pulled 
by  the  linear  movement  of  the  device  they  were 
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interested  in  measuring  and  was  pulled  in  the  re- 
verse direction  by  some  type  of  coil  spring  or 
screen  door  spring;  and  obviously  that  sort  of  an 
arrangement  is  extremely  crude,  it  was  felt  by  them 
to  be  most  unsatisfactory. 

Q.  And  did  you  undertake  to  solve  that  problem 
for  them? 

A.  Yes,  I  did.  I  felt  that  a  direct  approach  to 
that  problem  would  be  to  provide  a  potentiometer 
which  moved  in  a  straight  line  instead  of  in  a 
rotary  manner,  such  as  the  radio  volume  con- 
trols do. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  this  device 
heretofore  marked  for  identification  as  Exhibit  8, 
be  received  in  evidence  as  Exhibit  8.  [52] 

The  Court :    All  right.  It  may  be  received. 

(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  8,  and  was  received  in  evidence.) 
*****  [53] 

Q.  By  Mr.  Lewis  E.  Lyon:  I  believe  before  the 
noon  recess  we  started  to  discuss  the  linear  pot  de- 
velopment ?  A.     Yes. 

Q.  And  you  had  testified  to  the  fact  that  you 
became  acquainted  with  the  problem  at  Convair;  is 
that  true?  [54]  A.     I  believe  so,  yes. 

Q.  And  what  did  you  do  in  trying  to  solve  that 
problem,  Mr.  Bourns? 

A.  Well,  I  proceeded  to  draw  up  various 
sketches  of  possible  constructions  of  instruments 
which  would  be  a  more  direct  approach  to  the  prob- 
lem, and  would  be  more  reliable  and  accurate  than 
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the  roundabout  method  that  was  previously  used. 

Q.  Did  you  submit  your  ideas  on  that  prob- 
lem to  Convair? 

A.  I  believe  prior  to  ^oing  over  any  of  my 
ideas  with  Convair,  I  had  Instrument  Development 
Company  make  an  instrument  embodying  my  ideas, 
and  then  showing  the  instrument  to  Convair. 

Q.     Do  you  have  that  instrument? 

A.     I  believe  it  is  here.  I  think  it  is  in  evidence. 

Q.     One  that  I  used  this  morning? 

A.     Right.  That  is  it. 

Q.  This  Exhibit  6,  is  that  the  one  you  are  speak- 
ing of? 

A.    Yes,  I  believe  that's  it,  yes. 

Q.  Now,  I  am  going  to  ask  you  to  describe  that 
structure,  and  its  purpose,  and  use,  and  I  am  going 
to  give  you  the  tools,  so  that  if  necessary  you  can 
take  it  apart. 

A.  Well,  the  purpose  of  this  instrument  was  to 
connect  the  shaft,  which  reciprocates  relative  to  the 
body,  to  any  device  which  moves  back  and  forth  in 
a  straight  line.  [55] 

Q.  Now,  what  you  call  the  shaft  is  the  piece 
that  projects  from  one  end  of  the  plastic  body;  is 
that  correct? 

A.  From  one  end  of  the  body.  The  body  is  not 
all  plastic. 

Q.    I  see. 

A.  A  further  part  of  this  device  which  was  made 
was  a  little  hinge  arrangement,  which  permitted 
this  unit  not  only  to  follow  a  straight  line  motion, 
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but  a  motion  in  the  form  of  an  arc,  inasmuch  as  the 
hinge  permitted  this  entire  instriunent  to  pivot. 
Basically,  the  instrument  has  a  shaft  and  post  and 
contacts  in  a  base  portion,  and  then  in  the  lid  por- 
tion it  has  a  return,  an  electrical  return,  connected 
to  one  terminal,  and  an  electrical  element  connected 
to  two  other  terminals,  and  the  contacts  bridge 
there  between  those  devices. 

Q.  I  think  it  would  be  well,  Mr.  Bourns,  if  you 
would  take  that  lid  off  of  that 

A.    All  right. 

Q.  and  show  what  you  mean  by  these  dif- 
ferent parallel  electrical  elements  that  are  in  the 
lid  of  this  structure,  because  it  is  not  apparent  to 
me  from  your  testimony. 

(The  witness  does  as  requested.) 

A.  The  lid  has  a  wire-wound  electrical  element 
running  longitudinally,  and  parallel  to  it  is  an  elec- 
trical conducting  bar.  This  is  the  electrical  element 
which  is  wound  with  [56]  wire,  about  the  size  of  a 
human  hair,  and  this  is  a  silver-plated  bar  in  this 
instance,  and  then  this  bridging  contact,  which  is 
supported  by  the  post  and  shaft  assembly  for  recti- 
linear movement  bridges  between  this  element,  and 
this  collector  strip  of  that  contact  is  made  to  the 
center  terminal  and  to  any  portion  of  the  electrical 
element  on  which  this  electrical  contact  is  resting. 

The  Court:  When  an  electric  current  goes 
through,  what  does  this  instrument  do  to  it? 

The  Witness:  Well,  the  use,  again,  in  general, 
is  to  connect  a  voltage  across  the  two  outer  term- 


Marian  E.  Bourns  IT)!) 

(Testimony  of  Marian  E.  Bourns.) 
inals  of  the  potentiometer,  and  then  in  accordance 
with  the  position  of  the  shaft,  a  proportionate  volt- 
age can  be  picked  off.  In  other  words,  say  if  five 
volts  are  placed  across  it,  and  the  shaft  is  approxi- 
mately one-fifth  of  the  way  from  one  end,  then  one 
volt  would  ai)i)ear,  if  you  moved  it  further  it  would 
be  two  volts,  and  so  on.  And  the  accuracy  which  is 
desired  of  an  instrument  of  this  type  is  the  order  of 
one-thousandth  of  an  inch. 

The  Court:  So  it  would  be  a  very  sensitive  in- 
strmnent? 

The  Witness :    Extremely  so. 

The  Court:    Not  likely  to  lose  any  of  the  power? 

The  Witness :    Yes,  sir,  that  is  correct. 

It  is  important,  too,  that  the  unit  be  capable  of 
witlistandinc^  high  speed  operation  and  long  life. 
Typical  current  requirements,  present  requirements, 
for  instance,  involve  operating  speeds  of  200  cycles 
per  second,  which  is  extremely  fast  movement,  and 
at  the  same  time  a  traversing  of  the  entire  element, 
and  during  all  that  time  no  noise  whatever  is  per- 
mitted, or  by  "noise"  we  mean  any  discontinuity 
of  the  electrical  circuit. 

Our  customers  normally  reject  instruments  which 
exhibit  [58]  even  one  bit  of  discontinuity  or  noise 
during  tests  of  that  type.  And  the  repeatability  has 
to  be  extremely  accurate,  too,  so  that  on  returning 
the  shaft  to  a  definite  position  the  same  electrical 
reading  is  always  obtained. 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  you  spoke 
about  a  hinge  arrangement  that  you  made  in  con- 
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nection  with  this  original  model.  I  hand  you  a  de- 
vice; is  that  the  hinge  arrangement? 

A.     That  is  right,  that  is  the  hinge. 
***** 

Q,  By  Mr.  Lewis  E.  Lyon:  We  were  speaking, 
I  believe,  about  you  said  you  had  had  a  hinge 
mounting  for  Exhibit  6,  the  first  linear  motion 
potentiometer.  I  believe  I  had  just  asked  you 
whether  this  was  the  hinge  mounting  to  which  you 
referred, 

A.  Yes,  sir,  that  is  the  hinge  mounting.  This 
back  plate  of  this  model  is  made  so  that  it  could 
be  removed,  and  [59]  this  other  plate  installed  in 
its  stead.  And  that  permits  the  entire  instrument, 
then,  to  follow  the  movement  of  something  which 
is  moving  in  an  arc,  rather  than  in  a  straight  line, 
by  permitting  the  instrument  to  swivel  about  the 
hinge. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  this  hinge 
mounting  be  marked  and  received  in  evidence  as 
Exhibit  6-A. 

The  Court:    It  may  be  received. 

The  Clerk:    6-A  in  evidence. 

(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  6-A,  and  was  received  in  e\T.dence.) 

Q.  By  Mr.  Lewis  E.  Lyon:  I  note  in  this 
model  6  that  the  shaft  which  you  have  called  the 
shaft  w^hich  projects  from  one  end  of  the  potentio- 
meter is  a  roimd  shaft,  but  it  is  not  capable  of 
being  turned  with  reference  to  the  instrument;  is 
that  true? 
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A.    Yes,  sir,  that  is  true  in  this  model. 

Q.  Did  you  develop  or  design  other  types  of 
shaft  construction  for  linear  motion  jjotentio- 
meters  *? 

A.  Yes,  we  did.  There  are  in  general  three  dif- 
ferent or  four  different  constructions  which  we  use 
or  have  used  at  some  time.  One  is  a  round  shaft, 
which  is  free  to  rotate  relative  to  the  post  and  con- 
tact portion  of  the  assembly;  another  is  a  square 
or  rectangular  shaft,  which  is  not  free  to  rotate; 
and  this  arrangement  is  a  round  shaft  which  is  not 
free  to  rotate;  still  another  arrangement  is  that  of 
a  side  shaft,  rather  than  an  end  shaft. 

Q.  All  right.  Now,  do  we  have  exemplars  of 
those  different  structures  here,  Mr.  Bourns'?  I  be- 
lieve we  have  a  square  shaft. 

A.  The  square  shaft  is  already  in  evidence,  I 
believe.  [61] 

Q.  Yes.  We  have  the  square  shaft  in  Exhibit  4; 
is  that  correct? 

A.     Yes,  that  is  right. 

Q.  Now,  taking  that  square  shaft  device,  take  it 
apart  and  show  us  what  the  difference  in  struc- 
tural relationship  of  the  post,  the  pressure  plate, 
and  the  shaft  is  in  that  structure  as  compared  with 
the  assembly  of  the  post,  the  shaft  and  the  pressure 
plate  in  the  round  shaft  structure? 

The  Court :  I  think  it  might  be  a  good  idea,  if  we 
are  going  to  do  this  here,  to  put  a  blotter  paper 
there  before  the  witness,  because  these  might  roll 
off,  Mr.  Clerk. 
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The  Witness:    I  have  it  apart  now. 

The  Court:  That  is  all  right.  Just  put  a  blotter 
down  there.  Otherwise  they  are  likely  to  run  away 
from  there. 

Mr.  Lewis  E.  Lyon:  Yes,  so  the  screws  don't 
roll  off. 

The  Court:  Yes.  Screws  have  a  way  of  disap- 
pearing. 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  will  you  pro- 
ceed with  your  explanation  of  what  the  model  is? 

Mr.  Pruitt:    Is  this  Exhibit  4 

Mr.  Lewis  E.  Lyon :    This  is  Exhibit  4. 

The  Witness:  This  device,  much  like  the  other, 
has  a  shaft 

The  Court:  Let's  identify  this.  Is  this  one  of  the 
embodiments  of  the  invention? 

Mr.  Lewis  E.  Lyon:    Yes.  [62] 

Mr.  Pruitt:  It  is  so  claimed  by  plaintiff,  your 
Honor. 

The  Court :  All  right.  We  will  be  non-committal. 
We  do  not  admit  anything;  at  least,  not  today. 
Maybe  next  week  we  will,  but  not  the  first  day. 

The  Witness:  In  this  particular  embodiment  a 
square  shaft  was  used  for  two  reasons :  one  was  for 
ease  of  machining,  and  ease  of  assembly.  Another 
reason  was  to  prevent  the  shaft  from  turning,  and 
hence  prevent  the  contact  assembly  from  turning. 
You  will  note  there  is  clearance  in  this  particular 
model  between  the  sides  of  this  little  slot,  and  this 
little  device  which  we  call  a  post. 

By  the  way,  it  might  be  of  interest  where  we 
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got  the  name  "post."  Some  of  the  fellows  in  the 
shop  thought  it  looked  like  a  post,  and  for  lack  of 
a  better  term  it  has  been  called  a  post,  and  has  been 
called  that  ever  since. 

Q.  By  Mr.  Lewis  E.  Lyon:  The  pressure  con- 
tact plate  on  toj)  of  what  you  have  just  defined  as 
a  ijost  has  two  contact  elements,  has  it  not? 

A.     Yes,  that  is  right.  These  spring  fingers. 

Q.  And  those,  between  the  two  contact  elements, 
are  carried  in  a  cover? 

A.  Yes,  that  is  the  same  as  the  other.  Here  is 
the  wire-wound  resistance  member,  and  an  electrical 
return  strip  tied  to  the  center  terminal. 

Q.  Take  Exhibit  4.  Where  was  Exhibit  4  manu- 
factured? [63] 

A.  This  was  manufactured  by  the  D.  B.  Millikan 
Company. 

Q.    Who  is  the  D.  B.  Millikan  Company? 

A.    Who  are  they,  you  say? 

Q.    Yes. 

A.  It  was  an  organization  in  Altadena  operated 
by  a  man  by  the  name  of  D.  B.  Millikan  and  Frank 
Gobel. 

Q.  You  say  this  structure  was  made  there.  Was 
there  any  particular  machinist  or  individual  there 
who  did  this  work  for  you? 

A.  I  believe  that  Ed  Pitzer  did  a  great  amount 
of  the  work. 

Q.  You  mean  Mr.  Pitzer  of  the  defendant  or- 
ganization? A.    Yes,  tliat  is  correct. 
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Q.  Now  then,  Exhibit  4  was  made  at  the  Milli« 
kan  Company ;  is  that  correct  ?  A.     That  is. 

Q.     When? 

A.     In  the  early  part  of  1947,  I  would  say. 

Q.  Now,  prior  to  the  manufacture  of  this  struc- 
ture with  a  square  shaft  at  the  D.  B.  Millikan  Com- 
pany, had  you  known  of  square  shaft  developments  % 

A.  I  believe  some  of  our  early  drawings  made 
either  by  me  or  by  Percy  Scaling  of  the  Instru- 
ment Development  Company  indicated  a  rectang- 
ular shaft  as  one  possible  embodiment  of  linear 
motion  potentiometers.  [64] 

Q.  And  when  were  those  drawings  made  with 
reference  to  the  time  that  you  first  went  to  the 
Millikan  Company? 

A.     I  believe  they  were  made  before. 

Q.     Was  that  before  you  had  met  Ed  Pitzer? 

A.     Oh,  yes. 

Q.  Now,  you  have  testified  as  to  two  forms  of 
this  structure,  that  is,  the  square  shaft,  and  the 
round  shaft,  which  is  non-rotatable,  and  stated  there 
was  a  third  form  of  shaft  in  which  the  shaft  was 
rotatable.  I  don't  know  whether  you  will  accept 
this  as  a  model  that  you  want  to  use  as  a  rotatable 
shaft,  but  here  is  one,  and  just  define  that  as  to 
the  relationship  of  the  three  parts,  the  shaft,  the 
post,  and  the  contact  plates. 

Mr.  Pruit :    Is  that  an  exhibit,  Mr.  Lyon  ? 

Mr.  Lewis  E.  Lyon:  No.  I  will  ask  that  the 
model  I  have  just  handed  the  witness  at  the  present 
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time    be    marked    for    identification    as    Exhibit 

No. 

Tlie  Clerk:    11. 

Mr.  Lewis  E.  Lyon :    11. 

The  Clerk:    So  marked  for  identification. 

(The  model  referred  to  was  marked  Plain- 
tiff's Exhibit  11,  for  identification.) 

The  Witness:  We  are  lacking  some  insides  in 
this  one. 

Q.  By  Mr.  Lems  E.  Lyon :  There  are  no  in- 
sides in  that  one?  [65] 

A.     Oh,  there  are  on  the  other  side.  Some,  not  all. 

Q.  Maybe  you  had  better  get  a  complete  instru- 
ment from  down  below,  then,  and  we  will  substi- 
tute it.  A.     If  we  can  find  one. 

Mr.  Pruitt:  Now,  which  is  11?  Are  we  to  sul)- 
stitute  this  for  the  other  exhibit  as  Plaintiff's  Ex- 
hibit 11? 

Mr.  Lewis  E.  Lyon:  That  is  perfectly  satisfac- 
tory to  me,  or  if  it  will  serve  to  keep  the  record 
any  clearer,  we  will  mark  this  one. 

Mr.  Pruitt:    Either  way  you  want  to  do  it. 

Mr.  Lewis  E.  Lyon:  Let's  see  if  this  one  is  com- 
plete on  opening  it  before  we  make  a  substitution. 

The  Witness:    Yes,  it  seems  to  be. 

Mr.  Lewis  E.  Lyon:  All  right.  Then  we  \\i\\ 
substitute  the  one  you  now  have,  and  let's  keep 
these  screws  separate,  whichever  ones  belong  to 
which. 

Let's  have  the  clerk  mark  this,  or  put  a  tag  on 
it,  so  we  will  know  which  one  we  are  talking  about. 
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Q.  By  Mr.  Lewis  E.  Lyon:  All  right.  Now,  will 
you  exj)lain  Exhibit  11,  for  identification,  and  how 
it  differs  in  this  assembly  of  the  shaft,  post  and 
pressure  plate'? 

A.  This  instrument  has  a  rotating  shaft,  whereas 
the  i)revious  instrument  with  round  shaft  and 
square  shaft  did  not  have  a  rotating  shaft. 

It  became  apparent  that  it  would  be  advantageous 
to  have  [66]  a  shaft  which  rotated,  because  we 
foimd  that  customers  sometimes  tried  to  force  the 
round  shaft  to  turn,  and  damaged  the  insides,  and 
also  it  was  apparent  that  it  was  merely  necessary 
to  guide  the  contacts  relative  to  the  wire-womid 
element  and  the  electrical  return,  and  that  it  was 
immaterial  whether  the  shaft  turned  or  not.  And 
for  that  reason  in  this  particular  embodiment  the 
shaft  was  made  to  rotate,  and  the  post  in  this  in- 
stance served  the  function  of  supporting  the  con- 
tacts for  engagement  with  the  electrical  element 
and  the  electrical  return. 

Q.  Again,  in  this  case  you  had  the  pressure 
plate  carried  by  the  post  with  the  two  contact  ele- 
ments to  engage  the  two  electrical  elements  in  the 
lid;  is  that  correct "? 

A.  Yes,  that  is  right.  I  might  mention  one  other 
point.  Tliis  particular  instrument  is  of  a  different 
color,  and  the  reason  is  that  it  is  for  high  tempera- 
ture operation.  This  is  a  glass  silicon  lid,  and  dif- 
ferent construction  for  that  reason. 

Mr.  LeAvis  E.  Lyon:  I  will  ask  that  the  instru- 
ment just  explained  by  the  mtness,  and  heretofore 
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marked   as   Exhibit   11,    for   identification,   be   re- 
ceived in  evidence  as  Exhibit  11. 

Mr.  Pruitt:  Will  you  establish  a  date  on  the 
manufacture  of  that?  T  think  it  is  immaterial,  un- 
less it  was  manufactured  at  some  time  when 

Mr.  Lewis  E.  Lyon:    I  will  be  glad  to  do  that. 

Q.  By  Mr.  Lewis  E.  Lyon :  When  was  this  type 
of  rotatable  shaft  instrument  developed,  Mr. 
Bourns  ? 

A.  Let's  see.  You  are  referring  now  to  a  type 
rather  than  this  specific  instrument? 

Q.  Yes.  This  is  an  example  of  the  type,  as  I  un- 
derstood it. 

A.  I  am  not  sure  that  I  can  recall  with  much 
certainty.  I  would  estimate  that  it  was  possibly  in 
the  early  part  of  1950.  [68] 

Q.     Early  part  of  1950.  All  right.  Where? 

A.     In  our  plant. 

Q.  Now,  you  have  stated  that  there  was  a  fourth 
tyi:»e 

The  Clerk :  This  is  still  unadmitted.  Youi*  Honor, 
is  it  admitted? 

The  Court:    It  may  be  received. 

The  Clerk:    11  in  evidence. 

(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  11  and  was  received  in  evidence.) 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  you  have 
testified  that  there  was  a  fourth  type  or  a  side 
shaft  type,  I  believe  you  called  it,  of  an  instru- 
ment developed,  and  I  will  hand  you  what  I  take 
to  be  an  exemplar  of  that  type  and  ask  you  if 
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that  is  an  instrument  exemplar  of  that  type   of 

structure  ? 

A.     Yes,  sir,  this  is  an  example  of  that  type. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  this  instru- 
ment be  marked  as  Exhibit  12  for  identification. 

Mr.  Pruitt:  It  appears  to  be  the  same  as  Plain- 
tiff's Exhibit  5,  Mr.  Lyon.  Correct  me  if  I  am 
w^rong. 

Mr.  Lewis  E.  Lyon:  Well,  is  it?  If  it  is,  there 
is  no  use  of  putting  two  of  them  in.  I  guess  it  is. 

Let  the  record  show  that  what  I  asked  to  be 
marked  as  Exhibit  12  for  identification  is  the  same 
instrument  or  is  the  same  as  Exhibit  5  heretofore 
admitted  in  evidence. 

Q  By  Mr.  Lewis  E.  Lyon:  I  will  ask  you,  Mr. 
Bourns,  [69]  to  take  this  structure  apart  and  ex- 
plain its  differences  in  the  assembly  of  shaft,  post, 
and  contact  plate  to  the  court. 

A.  It  became  evident  that  there  w^ere  two  pos- 
sible drawbacks  to  the  end  shaft  type  of  instru- 
ment which  we  have  been  looking  at.  One  of  the 
drawbacks  is  that  it  is  necessary  for  the  total  length 
of  the  extended  shaft,  plus  the  instnunent  itself, 
to  be  considerably  in  excess  of  twice  the  mechanical 
travel  that  is  desired,  and  often  there  is  a  space 
problem  in  that  connection. 

Furthermore,  except  for  the  units  which  have 
hinged  mounting  there  may  be  a  problem  of  align- 
ing the  actuating  device  with  suitable  precision  to 
the  alignment  of  the  shaft  so  that  no  binds  are  in- 
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trodnced,  and  so  that  the  instrument  or  the  actuat- 
ing device  is  not  damaged  or  excessively  worn. 

For  both  of  those  reasons  we  developed  the.'  side 
shaft  type  linear  motion  potentiometer  wherein 
the  shaft  comes  out  a  slot  in  the  side  rather  than 
through  a  hole  in  the  end. 

Q.    You  are  speaking,  then,  of  Exhibit  5? 

A.     That  is  correct. 

In  this  Exhibit  5  the  shaft  comes  through  the 
slot  in  the  side  and  is  attached  to  the  post  which 
carries  the  contacts  for  engagement  with  an  elec- 
trical element  and  a  shorting  strip  or  an  electrical 
]'eturn,  both  of  which  are  mounted  side  by  side  in 
the  lid  and  connected  to  suitable  teraiinals.  [70] 

Q.    When  was  this  type  developed,  Exhibit  5? 

A.  Again,  I  am  not  certain  of  the  exact  date,  but 
I  would  estimate  it  to  be  in  the  early  part  of  1950. 

Q.  Now,  Mr.  Bourns,  I  am  going  to  place  be- 
fore you  Exhibit  3,  copy  of  Exhibit  3,  and  ask  you 
if  you  mil  point  out  from  Exhibit  3,  if  you  can, 
the  drawings  which  correspond  to  these  different 
exhibits  that  you  have  JTist  identified  of  the  four 
types  of  structures,  if  they  are  all  illustrated  in 
Exhibit  3,  starting  with  Exhibit  5  here. 

A.    Which  one  is  5? 

Q.    Model  114-1. 

Mr.  Pruitt:  I  take  it  the  purpose  of  this  testi- 
mony is  merely  to  identify  the  corresponding  illus- 
tration with  the  exhibit,  and  not  to  get  this  wit- 
ness's conclusion  as  to  whether  or  not  it  is  an  ac- 
curate drawing  of  the  instrument  itself? 
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The  Court:  Well,  a  witness  of  this  man's  experi- 
ence, a  physicist,  could  give  his  opinion  whether  a 
drawing  correctly  is  to  scale  and  correctly  repre- 
sents a  certain  object. 

Mr.  Pruitt:  I  agree,  your  Honor,  that  he  could 
testify  as  to  scale  and  general  representation.  But 
whether  or  not  it  is  an  accurate  drawing  of  the  in- 
strument itself  would  seem  to  be  shown  by  the 
drawing  itself,  and  it  would  be  a  conclusion  of  the 
witness  to  state. 

The  Court:  Not  unless  it  is  a  photograph.  Sup- 
posing [71]  it  were  a  photograph,  you  could  ask  a 
person  whether  it  correctly  represents  what  he  saw. 

A  man  who  is  taught  to  read  blueprints,  you  can 
show  him  a  blueprint  and  ask  him  if  that  is  a  cor- 
rect representation  of  a  structure,  whether  it  is  a 
house  or  a  dog  house,  or  a  mechanical  device. 

Mr.  Lewis  E.  Lyon:  I  think  the  witness  as  the 
designer  of  these  things,  your  Honor,  can  correctly 
state  whether  these  drawings  are  correctly  illustra- 
tive of  the  structures. 

The  Court :    You  know,  up  to  a  certain  stage  I  am 

willing  to  be  guided  by  experts.  After  that  I  use  my 

own  judgment. 

Mr.  Lewis  E.  Lyon:    I  know  that.  [72] 
***** 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  starting  with 
Exhibit  4 — I  believe  we  had  started  with  5,  so  let's 
stick  with  5. 

A.  Exhibit  5  is  shown  in  basic  principle  by 
plate  10.  However,  here  is  one  noticeable  difference. 
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Plate  10  shows  an  instrument  with  a  rectangular 
cross  section  post,  whereas  the  instrument  I  have 
here  has  the  round  cross  section  post.  At  one  time 
or  another  we  have  made  quantities  of  instruments 
of  })oth  shapes  of  posts.  Also,  the  drawings  do  not 
depict  all  of  the  various  parts,  such  as  the  lead 
wires  running  to  the  terminals,  and  the  like. 

Q.  You  are  referring  to  plate  10  of  Exhibit  3 
and  to  the  post.  That  part  is  niunbered  on  plate  10 
of  Exhibit  3  as  what  number?  A.     No.  66. 

Q.    And  that  is  what  you  refer  to  as  the  post? 

A.    Yes. 

Q.  Now,  the  shaft  is  numbered  in  that  drawing 
plate  10  as  what?  A.     No.  64. 

Q.  And  the  pressure  contact  plate  is  numbered 
what?  A.     No.  67. 

Q.  And  your  electrical  elements  which  are  in 
the  lid,  there  being  two  of  them,  and  parallel,  how 
are  they  numbered? 

A.  The  electrical  element  is  73  and  electrical 
return  is  74. 

Q.  Now,  similarly  taking  Exhibit  4  do  you  find 
in  Exhibit  3  a  drawing  illustrative  of  that  model  ? 

A.  Actually  the  plate  1  which  shows  the  draw- 
ing taken  from  our  patent  2,515,981  is  very  similar 
to  this  unit  with  two  or  three  exceptions,  and  I  be- 
lieve it  was  from  this  particular  model  that  the 
drawing  was  made  in  part. 

The  two  exceptions  that  are  most  noticeable  are 
the  fact  that  the  plate  1  shows  a  lid  which  has  end 
portions  integral  therewith. 
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Q.  That  lid  is  colored  and  numbered  in  plate  1, 
is  it,  as  what?  A.     No.  72. 

Q.     And  what  is  the  color? 

A.     The  color  is  yellow. 

Q.  And  the  entire  yellow  section,  then,  is  the  lid 
in  plate  1?  A.     That  is  correct. 

Q.  While  in  Exhibit  4  the  lid  is  the  black  plastic 
structure,  is  it? 

A.  Yes,  sir,  that's  right.  The  reason  for  this 
particular  embodiment  of  this  model  was  so  that 
the  horizontal  milling  cutter  could  be  used  to  make 
the  longitudinal  slots  in  which  the  element  and  the 
electrical  shorting  strip  were  mounted,  and  the 
plates  made  integral  with  the  body  portion  were  for 
the  purpose  of  covering  up  the  cuts  which  would 
otherwise  come  out  through  the  end. 

Q.  Is  there  any  other  difference  between  plate  1 
and  Exhibit  4? 

A.  Yes,  sir,  one  of  the  other  differences  is  that 
plate  1  shows  a  round  shaft  No.  64,  which  is  col- 
ored blue,  whereas  the  model  that  I  have,  Exhibit  4, 
has  a  square  shaft.  Otherwise  they  are  generally 
very  similar. 

Q.  Was  that  model  of  structure  as  shown  by 
plate  1  made  in  both  this  round  and  square  shaft, 
then? 

A.  Well,  yes,  the  basic  principle  shown  by 
plate  1  applies  to  both  instruments. 

Q.  Now,  taking  Exhibit  6,  do  you  find  an  illus- 
tration of  that  model  in  Exhibit  3? 

A.     There   are  two  possible   illustrations   which 
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are  similar  to  this,  but  neither  of  which  are  iden- 
tical to  it.  [76]  Plate  1  previously  referred  to  is 
very  similar  with  the  exception,  again,  that  the 
model.  Exhibit  6,  has  end  i)lates  covering  the  ends 
of  the  lid,  whereas  the  plate  1  has  end  portions  in- 
tegral with  the  lid,  and  also  the  pivoted  mounting 
device  shown  in  plate  1  is  not  present  on  this  model, 
although  the  same  thing  was  accomplished  by  Ex- 
hibit 6- A,  I  believe,  which  has  been  introduced  sep- 
arately, but  which  is  not  attached  to  the  model  at 
this  time. 

The  Court:  In  making  up  this  book,  you  tried 
as  nearly  as  possible  to  give  the  same  number  to 
similar  elements? 

Mr.  Lewis  E.  Lyon:  Yes,  your  Honor,  the  same 
numbers  are  given  to  similar  elements  throughout 
the  book,  and  those  numbers  are  the  numbers  that 
are  taken  from  the  face  of  the  patent. 

The  Court:    All  right. 

Mr.  Lewis  E.  Lyon.  In  fact,  they  are  the  number 
of  figure  6 

The  Court:  That  is  all  right.  I  have  it  here. 
Figure  6  of  patent  ^981. 

Mr.  Lewis  E.  Lyon:  Yes,  they  are  figures  6,  7,  8 
and  9  of  both  patents,  both  patents  having  the  same 
drawings. 

The  Court:    All  right. 

The  Witness:  The  other  plate  which  bears  a 
similarity  to  Exhibit  6  is  plate  7.  However,  this 
particular  instrument  or  model  108  was  made  con- 
siderably after  this  time [77] 
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Q.    After  which  time? 

A.  At  the  time  that  Exhibit  6  was  made.  And 
at  the  time  Model  108  was  made  it  was  desired  to 
drastically  reduce  the  size  of  the  instrument,  so 
that  this  instiimient  is  much  smaller  and  has  a  few 
other  dissimilarities. 

Q.  Xow,  you  mean  the  instrument  of  plate  7  is 
much  smaller  than  Exhibit  6?  A.     Yes. 

Q.  But  as  is  drawn  on  plate  7  it  is  larger.  How 
do  you  account  for  that  difference?  If  I  was 

A.  These  drawings  are  not  to  any  specific  scale 
relative  to  the  models,  but  merely  to  a  scale  which 
is  consistent  within  the  one  plate,  as  I  under- 
stand it.  [78] 

Q.  I  see.  This  scale  of  the  drawing,  then,  of 
Plate  7  is,  in  effect,  to  magnify  the  actual  struc- 
ture ;  is  that  right  ? 

A.  Yes,  that  is  correct.  It  is  about  twice;  double 
scale. 

Q,  I  see.  Xow,  I  believe  there  is  one  other 
model,  and  that  is  Exhibit  11.  Xow,  is  there  a 
drawing  illustrative  of  Exhibit  11  in  Exhibit  3  ? 

A.  I  believe  Plate  21  would  be  the  most  similar. 
That  is  Model  109,  and  the  difference  between  the 
Model  109  shown  by  Plate  21,  and  the  Model  110 
which  appears  on  the  face  of  Exhibit  11  was  pri- 
marily to  designate  the  fact  that  Exhibit  11  is  for 
high  temperature  applications.  And  otherwise  they 
are  basically  the  same  principle. 

Q.     Otherwise,  except  for  the  type  of  material 
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used  and  for  the  color,  Model  110  is  the  same  as 

Plate  21  of  Exhibit  3;  is  that  correct? 

A.  Well,  with  certain  minor  exceptions,  such  as 
the  lead  wires,  and  such  as  the  particular  shorting 
strip  shown.  Plate  21  shows  a  round  wire  with  the 
ends  embedded  in  two  holes,  whereas  this  particular 
instrument  may  not.  I  am  not  sure  actually.  I  don't 
have  the  lid  off  at  this  time. 

Q.  You  don't  know  whether  that  is  a  difference 
or  not,  then?  A.     That  is  right.  [79] 

Q.  All  right.  Put  the  cover  back  on,  then.  That 
is  a  matter  of  comparison,  is  it  not? 

A.    Yes. 

Q.  All  right.  Now,  you  have  testified  that  as  to 
these  different  types  of  shaft,  post,  and  pressure 
plate  assembly  there  were  certain  sketches  or  draw- 
ings made,  and  made  at  a  particular  time.  Have 
you  any  of  those  sketches  or  drawings? 

A.  I  believe  those  drawings  were  kept  in  the 
Instrument  Development  Company  file,  and  I  be- 
lieve that  we  do  have  most  of  those  drawings  here. 

Q.  Where  are  those  drawings?  Will  you  get 
them,  Mr.  Bourns?  A.    All  right. 

(The  witness  did  as  requested.) 

Mr.  Lewis  E.  Lyon:  Incidentally,  this  file  of  the 
Instrument  Development  Company  constitutes  a 
portion  of  the  material  demanded  on  the  subpoena 
duces  tecum  which  was  served  on  us  yesterday  at 
11:00  o'clock,  and  this  much  of  that  material  has 
been  assembled  at  the  present  time. 

Q.    By  Mr.  Lewis  E.  Lyon:    Now,  can  you  find 
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from  this  file  where  those  sketches  are  that  you 

referred  to,  Mr.  Bourns? 

A.  Relating  to  which  model,  now,  the  linear 
motion  type  or  the  vane  type? 

Q.  We  have  four  different  types  of  post,  shaft, 
and  [80]  pressure  plate.  Some  of  those  sketches 
you  stated  were  in  this  file.  Now,  which  ones  are 
there  1 

A.  Here  is  a  sketch  which  shows  a  generally 
rectangular  actuating  bar. 

Mr.  Lewis  E.  Lyon:  Now,  this  sketch  which  you 
have  just  produced  from  this  file  I  will  ask  be 
marked  Exhibit  12-A,  for  identification. 

(The  sketch  referred  to  was  marked  Plain- 
tiff's Exhibit  12-A,  for  identification.) 

The  Witness:  And  here  is  another  sketch,  which 
is  dated  December  17,  1946. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  this  sketch 
be  marked  Exhibit  12-B,  for  identification. 

(The  sketch  referred  to  was  marked  Plain- 
tiff's Exhibit  12-B,  for  identification.) 

The  Witness:  That  shows  a  unit  remarkably 
similar  to  our  model  108,  as  we  now  make  it. 

Q.  By  Mr.  Lewis  E.  Lyon:  That  is  12-B,  you 
are  speaking  of  now? 

A.  Yes.  There  are  several  different  sketches 
which  show  various  general  unit  embodiments. 
Here  are  two  such  sketches. 

Mr.  Lewis  E.  Lyon :  These  two  sketches  that  you 
have  collected  out  of  this  file,  which  you  say  refer 
to  vane  type  units,  I  will  ask  be  marked  Exhibits 
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12-C  and  12-D.  I  don't  [81]  believe  you  referred  to 

them  in  any  particular  order,  did  you? 

The  Witness:     No. 

Mr.  Lewis  E.  Lyon:  12-C  for  tliis  one,  and  the 
next  one  12-D. 

(The  sketches  refen^ed  to  were  marked 
Plaintiff's  Exhibits  12-C,  and  12-D,  for  iden- 
tification.) 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  have  you  other 
sketches  in  here  that  you  desire  to  refer  to  at  the 
present  time? 

A.    Yes,  I  believe  there  are. 

Q.     All  right.  Just  proceed  and  find  them. 

A.  Did  you  want  me  to  include  those  sketches 
which  were  made  by  Instrument  Development  by 
way  of  parts  drawings  for  the  making  of  some  of 
the  first  samples'? 

Q.  If  they  refer  to  this  pai'ticular  subject-mat- 
ter of  the  four  different  types  of  pressure  plate, 
post,  and  shaft  assembly,  yes. 

A.  Here  are  two  drawings  which  show  embodi- 
ments of  vane  type  units,  and  this  one  shows  vari- 
ous terminal  means.  One  of  our  problems  at  the 
early  stage  was  what  type  of  terminal  means  to  use, 
whether  solder  lug,  studs,  or  screw  type,  or  what- 
have-you.  This  shows  various  vane   constructions. 

Mr.  Lewis  E.  Lyon:  I  will  take  the  three  draw- 
ings or  sketches  which  you  have  now  produced,  and 
ask  that  they  be  [82]  marked  serially  as  Exhibits 
12-E,  12-F,  and  12-G. 
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(The    drawings    referred    to    were    marked 
Plaintiff's  Exhibits  12-E,  12-F,  and  12-G,  for 

identification.) 

The  Witness:  Here  is  a  sketch  that  has  an  as- 
sortment of  various  sketches  and  also  various  writ- 
ten comments  which  were  made  by  me.  In  fact,  it 
has  comments  on  both  sides  relative  to  various  fea- 
tures and  changes  and  improvements. 

Mr.  Lewis  E.  Lyon :  I  notice  that  many  of  these 
drawings  or  sketches  that  you  have  produced,  and 
which  have  been  marked,  contain  material  on  both 
sides.  It  was  my  intention  in  having  them  marked 
to  refer  to  both  sides. 

I  will  ask  that  this  further  sketch  which  you 
have  now  produced  be  marked  Exhibit  12-11,  and 
I  am  including  in  that  offer  both  sides. 

(The  sketch  referred  to  was  marked  Plain- 
tiff's Exhibit  12-H,  for  identification.) 

The  Witness :  Here  are  two  other  sketches,  which 
generally  indicate  the  construction  of  the  very  first 
unit.  There  are  alternate  possibilities  of  various 
of  the  components. 

Mr.  Pruitt:    Of  the  vane  type,  also? 

The  Witness:    Yes,  that  is  the  vane  type. 

Mr.  Lewis  E.  Lyon :  I  will  ask  that  these  sketches 
just  identified  by  the  witness,  and,  again,  we  in- 
clude in  one  case  both  sides  of  the  page,  be  marked 
as  Exhibits  12-1  and  12-J. 

Q.  By  Mr.  Lewis  E.  Lyon:  Are  there  any  fur- 
ther ones  [83]  that  you  locate  at  the  present  time? 
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(The  sketches  referred  to  were  marked 
Plaintiff's  Exhibit  12-1  and  12-J,  for  identifi- 
cation.) 

A.  Here  is  a  set  of  drawings  made  for  me  by 
Instrument  Development  Company,  which  serv^ed  as 
the  parts  drawings,  which  were  for  the  purpose  of 
making  the  first  linear  motion  potentiometer. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  this  set  of 
drawings  be  marked  separately  as  Exhibit  13-A, 
-B,  -C,  -D,  -E,  and  -F,  as  such  drawings  have  been 
produced  by  the  witness. 

(The  drawings  referred  to  were  marked 
Plaintiff's  Exhibits  13-A,  13-B,  13-C,  13-D, 
13-E,  and  13-F,  for  identification.) 

The  Witness:  There  are  several  other  drawings 
here  which  are  illustrative  of  various  other  features 
and  means  of  construction,  but  they  would  be  gen- 
erally similar  to  those  already  present. 

Q.  By  Mr.  Lewis  E.  Lyon:  I  notice,  Mr. 
Bourns,  that  this  material  which  you  have  produced 
is  in  three  folders.  Where  did  you  obtain  these 
three  folders'? 

A.  I  obtained  these  three  folders  about  two  to 
three  weeks  ago  from  Instrument  Development 
Company,  where  they  have  been  kept  ever  since  my 
last  contact  with  that  company,  which  was  a  matter 
of  six  or  seven  years  ago. 

Q.  Well,  let's  see  if  we  can  fix  more  definitely 
just  [84]  when  that  last  contact  with  Instrument 
Development  Company  was  six  or  seven  years  ago. 
Can  you  fix  a  date  any  more  definitely? 
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A.  They  did  work  for  me  from  time  to  time 
during  1947,  as  I  recall,  making  in  one  instance  the 
vane  portion  of  the  vane  potentiometer,  and  various 
other  parts.  I  believe  I  have  not  had  any  work 
done  by  them  since  the  last  of  1947,  as  best  I  can 
recall,  and,  generally  speaking,  they  did  very  little 
work  for  me  after  they  fabricated  the  parts  for  the 
first  five  vane  units  which  were  previously  men- 
tioned. 

Q.  And  those  are  the  first  five  vane  units  that 
were  ordered  by  Convair  on  the  first  order.  Exhibit 
10-A  and  10-B;  is  that  correct?  A.    Yes. 

Q.  All  right.  Now,  how  did  you  come  to  obtain 
these  three  files  of  this  material  two  or  three  weeks 
ago?  Did  they  call  you,  or  did  you  call  them? 

A.    No,  I  called  them. 

Q.  Did  you  learn  at  that  time  as  to  whether  or 
not  there  had  been  any  requests  for  this  material 
from  anyone  else? 

A.  Yes,  there  had,  and,  in  fact,  this  material 
was  not  present  at  their  plant  at  that  time,  but  was 
in  the  possession  of  one  of  the  defendants — I  am 
sorry — one  of  the  attorneys  for  the  defendants. 

Q.  I  see.  Did  they  then  request  its  return  from 
the  attorneys  for  the  defendants? 

A.  Yes,  they  did  several  times,  and  in  order  to 
finally  get  it,  they  set  a  definite  deadline  date. 

Mr.  Pruitt:  I  object  to  that.  I  don't  see  how  the 
witness  could  know  that. 

I  will  stipulate  that  the  attorneys  for  the  de- 
fendants had  access  to  these  drawings,  that  they  are 


Mm-lan  E.  Bourns  181 

(Testimony  of  Marian  E.  Bourns.) 
the  same  ones  that  were  in  the  possession  of  Mr. 
Skaling.  I  think  this  line  of  questioning  is  abso- 
hitely  immaterial.  As  I  say,  Mr.  Bourns  has  no  way 
of  knowinc^  how  many  times  Mr.  Skaling  had 
called  the  attorneys  for  the  defendants. 

Mr.  Lewis  E.  Lyon:  I  am  not  interested  in  the 
number  of  times.  All  I  am  trying  to  establish  is 
that  these  papers  were  in  the  hands  of  the  defend- 
ants' attorneys,  and  I  will  accept  the  stipulation. 

The  Court:    All  right. 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  Mr.  Bourns, 
we  have  identified  quite  a  number  of  drawings  here, 
many  of  which  I  find  are  undated,  and  which  relate 
to  both  the  vane  type  and  linear  potentiometer. 
Have  you  any  way  of  fixing  a  date  upon  which  these 
drawings  or  sketches  were  made?  Taking,  for  ex- 
ample, the  drawing  Exhibit  12-A,  do  you  know 
when  that  was  developed,  with  reference  to  any  par- 
ticular date? 

A.  I  believe  this  drawing  would  have  been  made 
probably  [86]  by  Mr.  Skaling — it  doesn't  appear 
to  be  my  drawing — probably  in  December  of  1946, 
inasmuch  as  I  contacted  him  relative  to  making  a 
linear  motion  potentiometer  at  that  time,  and  he 
and  I  sketched  up  various  constructions  which 
seemed  to  be  good  possibilities. 

Q.  How  do  you  account  for  the  fact  that  this 
particular  dra\^dng  or  sketch  is  apparently  one 
made  by  Mr.  Skaling? 

A.  Well,  quite  a  few  of  them  actually  are  made 
by  Mr.  Skaling. 


182  Edcliff  Instruments,  et  al.,  vs. 

(Testimony  of  Marian  E.  Bourns.) 

Q.  Were  you  present  when  these  sketches  were 
made  ? 

A.  In  some  cases,  yes.  Generally,  when  the 
sketches  were  made  I  was  present,  inasmuch  as  we 
were  going  over  possible  constructions  for  the  in- 
strimients.  Then  in  the  case  of  some  of  the  more 
detailed  sketches  for  the  actual  making  of  the  parts, 
he  probably  did  that  on  his  own,  following  the  out- 
line for  assembly  sketches  which  had  previously 
been  made. 

Q.  Now,  will  you  place  Exhibits  13- A  to  -F,  in- 
clusive, as  the  latter  more  comprehensive  type  of 
sketches,  not  made  when  you  were  present? 

A.    I  am  sorry.  I  am  confused  by  that  nmnber. 

Q.    Exhibit  13.  Here  is  13-A  to  -F. 

A.  Oh,  yes,  that  is  correct.  These  were  sketches 
made  by,  I  believe,  Mr.  Skaling  to  give  to  their 
shop  for  fabrication  of  the  parts. 

Q.  Now,  those  exhibits  13-A  to  -F,  inclusive, 
then,  as  [87]  I  understand  it,  are  the  type  of 
sketches  which  were  not  made  during  your  pres- 
ence? 

A.  Generally  not.  I  wouldn't  stay  there  during 
the  making  of  the  parts  sketches,  but  was  generally 
present  during  the  designing  of  any  of  the  por- 
tions as  shown  by  assembly  sketches. 

Q.     All  right. 

A.  Here  are  some  additional  sketches,  by  the 
Avay,  which  relate  to  the  first  vane  unit  and  show 
parts  sketches  for  the  various  parts  therein. 

Q.     These  are  what  you  call  a  parts  or  shop  parts 
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sketch,  which  were  made  for  the  vane  type  potentio- 
meter; is  that  right? 

A.     Yes,  for  the  first  unit. 

Mr.  Lewis  E.  Lyon :  I  will  ask  that  these  sketches 
be  marked  as  Exhibit  14-A,  -B,  -C,  -D,  -E,  -F,  -G, 
and  -H,  respectively. 

(The  sketches  referred  to  were  marked 
Plaintiff's  Exhibits  14-A,  14-B,  14-C,  14-D, 
14-E,  14-F,  14-G,  and  14-H,  for  identification.) 

Q.  By  Mr.  Lewis  E.  Lyon:  You  have  another 
piece  of  paper  you  have  produced  from  one  of  these 
files.  What  is  this? 

A.  This  is  said  to  be  linear  motion  potentiometer 
suggestions.  The  abbreviation  is  L.M.P.  [88] 

Q.     What  does  L.M.P.  mean? 

A.  That  is  the  abbreviation  we  often  use  in  our 
])l;nit  f(ir  linoar  motion  potentiometer. 

Q.    In  whose  writing  are  those? 

A.     These  are  in  my  writing. 

Q.     In  your  writing? 

A.  Yes.  They  are  various  suggestions  of  changes 
or  improvements  which  should  be  made  in  order 
to  make  the  instrument  usable  and  salable. 

Q.  Do  you  know  when  this  particular  paper  was 
prepared  by  you? 

A.  Probably  after  the  completion  of  the  first 
linear  motion  potentiometer  sample. 

Q.    And  when  was  that? 

A.  Let's  see.  I  believe  that  was  delivered  to 
me — the  parts  were  delivered  to  me  in  the  middle 
of  December  of  1946. 
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Mr.  Lewis  E.  Lyon:  All  right.  I  will  ask  that 
this  paper  entitled  "L.M.P.  Suggestions"  be 
marked  Exhibit  15,  for  identification. 

The  Court :    It  may  be  so  marked. 

(The    document    referred    to    was    marked 
Plaintiff's  Exhibit  15,  for  identification.) 

Q  By  Mr.  Lewis  E.  Lyon:  Now,  I  am  going  to 
have  to  go  back  over  these  drawings,  Mr.  Bourns, 
and  see  if  we  can  [89]  establish  in  each  case  the 
date  that  these  drawings  were  made,  and  I  will  ask 
you  to  take  each  one  in  chronological  order.  That 
is  Exhibits  12-B  to  12-J,  inclusive,  and  tell  me 
when  each  of  those  drawings  was  made. 

A.  Does  that  have  to  be  in  chronological  se- 
quence, or  any  sequence  now? 

The  Court:  If  you  can,  it  would  help  to  show 
the  evolvement  of  the  idea. 

The  Witness:  I  see.  I  believe  possibly  Exhibit 
12-J  was  one  of  the  first  sketches  made  of  a  vane 
potentiometer,  and  12-1  was  probably  somewhat 
subsequent  to  that  time. 

Q.  By  Mr.  Lewis  E.  Lyon:  All  right.  Now,  what 
time  is  that? 

A.  I  believe  it  would  be  in  the  latter  part  of 
November,  of  1946.  In  fact,  I  believe  one  of  the 
work  orders  of  Instrument  Development  indicates 
the  date  of  a  sketch  in  mentioning  what  they  were 
to  make.  Perhaps  I  can  find  that. 

Q.  I  wish  you  would,  if  it  is  there.  While  you 
are  doing  that,  you  might  tell  me  who  made  or  who 
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drew  both  Exhibits  12-1  and  12- J,  to  which  you  have 

just  referred. 

A.  Let's  see.  12-1  and  12- J  were  both  drawn  by 
me,  and  the  date  appears  on  Instrument  Develop- 
ment Company's  order  No.  1131,  wherein  they  write 
up  their  shop  order  "for  the  manufacture  of  one 
special  vane  potentiometer  according  to  sketch  of 
November  26,  1946,  and  our  own  detailed  sketches," 
[90]  so  it  would  appear  that  my  sketch  was  made 
on  or  about  November,  1946. 

Mr.  Lewis  E.  Lyon.  Now,  you  have  drawn  from 
the  files  this  shop  work  order,  and  have  read  from 
that  shop  work  order,  and  I  will  ask  that  this  shop 
work  order  be  received  in  evidence  as  Plaintiff's 
Exhibit  16. 

The  Clerk:    Is  this  admitted,  your  Honor? 

The  Court :    It  may  be  received. 

The  Clerk:    Plaintiff's  16  in  evidence. 

(The  document  referred  to  was  marked 
Plaintiff's  Exhibit  16,  and  was  received  in  evi- 
dence.) 

Mr.  Lewis  E.  Lyon:  At  this  time,  while  the  wit- 
ness is  going  through  the  rest  of  these  papers,  I 
will  ask  that  these  documents  marked  Exhibits  12-A 
to  -J,  inclusive,  and  13-xA.  to  -F,  inclusive,  and  14, 
and  15  likewise,  be  received  in  evidence. 

Mr.  Pruitt:  Your  Honor,  I  would  like  to  re- 
serve the  right  to  inspect  these  voluminous  exhibits 
which  Mr.  Lyon  has  given  to  the  clerk.  I  haven't 
had  an  opportimity  to  see  them,  and  I  wonder  if 
he  could  reserve  his  offer  until  tomorrow  morning? 
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The  Court:     That  is  a  legitimate  request. 

Mr.  Lewis  E.  Lyon:    It  is  absolutely  all  right. 

The  Court:  I  will  not  rule  on  the  motion.  We 
will  let  the  matter  go  imtil  tomorrow. 

Mr.  Lewis  E.  Lyon:    That  is  all  right. 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  you  got 
through  12-1  and  12-J  in  your  chronological  re- 
view of  the  dates  of  the  making  of  these  drawings. 
Complete  your  answer.  A.     Pardon  me? 

Q.  You  were  getting  the  dates  when  these  other 
drawings  in  this  12  series  were  made.  You  had  -I, 
-J  and  -A,  you  told  me  when  those  were  made. 
Now,  let's  get  the  rest  of  them  if  we  can. 

A.  I  believe  12-E  was  made  after  the  one  pre- 
viously mentioned. 

Q.  Can  you  establish  a  date  before  which  it  was 
made? 

A.  Yes,  they  were  made  between  the  time  of 
making  the  first  vane  sample  instrument  at  In- 
strument Development,  and  the  second  one,  inas- 
much as  they  show  models  which  were  considered 
between  those  periods  but  which  were  ruled  out  be- 
fore the  actual  making  of  the  model. 

Q.  And  those  models,  those  five  vane-type  in- 
struments, I  believe  that  you  are  referring  to,  were 
those  the  first  two  models? 

A.     The  first  two  models  I  am  referring  to.  [92] 

Q.  And  those  two  models  were  made  before  the 
Convair  order  of  Exhibit  10-A? 

A.     Oh,  yes,  right. 

Q.    All  right. 
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A.  I  would  think  that  12-P]  was  next  in  sequence, 
and  that  is  my  sketch. 

12-G,  part  of  it  is  my  sketch  and  part  of  it  is 
somebody  else's,  and  it  shows  the  different  type  of 
vane,  so  I  should  imagine  it  was  made  at  about 
the  time  we  replaced  the  original  vane,  which  is 
shown  by  one  of  those  other  sets  of  drawings  with 
the  vane  which  is  now  on  the  instrument,  and  the 
dates  of  that  can  be  determined. 

Q.     On  which  instrument  *? 

A.  The  one  in  your  hand,  whatever  exhibit 
number  it  is. 

Q.    Left  hand?  A.    Left  hand. 

Q.     That  is  Exhibit  7. 

A.  Exhibit  12-F  shows  a  body  and  wall  and 
cover  member  for  a  vane  unit,  which  is  substantially 
identical  to  the  construction  that  was  used  in  the 
second  model. 

Q.  And  that  second  model  is  the  Exhibit  9 
model  ? 

A.  Yes.  It  also  shows  on  the  back  side  in  one 
corner  various  sketches  relative  to  linear  motion 
potentiometei'S  and  pivoted  mountings  for  them. 

Q.    Whose  sketch  is  that?  [93] 

A.     That  is  all  in  my  handwriting,  my  sketches. 

Q.  Does  this  show  a  simultaneous  consideration 
of  the  vane  and  linear  motion? 

A.    Yes,  it  does.  I  was  stingy  with  paper. 

Q.  Was  or  was  not  this  sketch  made  at  the  In- 
strument Development  Company's  place  of  business  ? 

A.    Xo;  I  believe  it  was  made  at  my  home. 
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Q.     And  taken  to  their  place  of  business? 

A.  Yes.  In  fact,  that  is  the  case  with  nearly  all 
of  the  sketches  which  are  made  by  me.  Whenever  I 
was  at  Instrument  Development  Company,  in  gener- 
al Percy  Skaling  did  the  sketching  and  I  made  sug- 
gestions, whereas  at  my  home  I  did  all  the  sketch- 
ing myself. 

Q.  Is  there  a  differentiation  in  that  regard  be- 
tween the  yellow  paper  sketches  and  white  paper 
sketches  1 

A.  There  very  well  might  be.  It  seems  I  had  a 
supply  of  yellow  paper. 

Q.  I  am  not  asking  you  what  might  be  but  I  am 
trying  to  get  an  order  in  this.  Were  these  yellow 
sketches  made  by  you  and  taken  to  Instrument  De- 
velopment, while  the  white  sketches  were  made  at 
Instrument   Development   Company  ? 

A.  Yes,  that  seems  to  be  the  case,  but  it  seems 
somebody  scribbled  some  screws  on  this  one  yellow 
page. 

Q.  Continue  with  your  chronological  review  of 
these  exhibits.  [94] 

A.  12-D  shows  a  vane  unit,  and  it  was  not  made 
by  me  and  is  on  white  paper,  and  I  assume  was 
made  prior  to  the  making  of  the  second  vane  model. 

Q.    Why? 

A.  It  shows  the  general  construction  which  was 
used  in  that  vane  model. 

Another  sketch,  12-C,  shows  a  vane  model,  and 
there  is  a  point  of  interest  here,  it  shows  in  one 
instance  a  one-piece  lid  in  the  upper  right-hand 
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corner  with  the  bearing  mounted  directly  in  the  lid, 
and  in  the  lower  left-hand  corner  it  appears  to 
show  a  different  construction,  wherein  the  bearings 
are  mounted  in  the  body  and  the  wall,  and  the 
electrical  elements  would  then  be  mounted  in  the 
lid.  We  did  make  units  both  ways  at  various  times. 

Q.  When  you  get  to  12-C,  Mr.  Bourns,  you  get 
to  the  proposition  where  someone  has  dimensioned 
the  instrument.  A.    Yes. 

Q.  Is  that  true  of  these  earlier  sketches  or  other 
sketches  ? 

A.  I  don't  believe  there  were  dimensions  on 
many  of  them,  although  they  generally  were  to 
scale  in  some  cases,  I  think. 

Q.  T  notice  on  12-E  that  you  pointed  out  that 
someone  had  made  some  figure  drawing,  there  are 
notations  on  the  bottom;  are  those  apparently  di- 
mensions? [95] 

A.  Yes,  those  are  probably  over-all  dimensions 
of  the  three  major  dimensions  of  the  finished  in- 
strument. 

Q.  And  on  12-J  there  are  some  dimensional  in- 
dications on  the  bottom  right-hand  corner? 

A.     Right. 

Q.    Are  those  in  your  handwi'iting? 

A.    Yes,  they  are. 

Q.     All  right.  Now,  proceed. 

A.  12-B  bears  the  date  December  17,  1946,  and 
I  have  my  signature  in  the  upj)er  right-hand  cor- 
ner, and  it  shows  a  linear  motion  potentiometer  and 
gives  some  dimension,  namely,  the  body  was  to  have 
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been  made  out  of  half -inch  square  bar  two  inches 

long  and  a  rod  3/16ths  in  diameter. 

Q.  I  note  that  this  is  not  on  yellow  paper.  Who 
made  this  sketch?  A.     I  did. 

Q.  Now,  does  this  have  any  indication  as  to 
where  this  sketch  was  made? 

A.     No.  I  feel  sure  this  was  made  at  my  home. 

Q.  Is  this  sketch  on  both  sides  of  the  paper,  or 
only  one  side?  A.     Only  one  side. 

Q.     When  was  this  sketch  made? 

A.     December  17,  1946  is  written  on  here.  [96] 

Q.     Is  that  in  your  handwriting  ?  A.    Yes,  sir. 

Q.  Did  you  date  that  at  the  time  that  you  made 
the  drawing? 

A.  I  assiune  so.  In  fact,  apparently  I  felt  there 
was  significant  material  in  it  and  dated  it  and 
signed  my  name  up  at  the  time  for  whatever  it  may 
have  been  worth. 

Q.  The  word  below  the  date  is  "linear  pot";  in 
w^hose  handwriting  is  that? 

A.  That  is  not  in  mine.  I  think  that  is  in  Percy 
Skaling's  writing.  I  believe  that  checks  with  these 
others.  Yes,  it  appears  to  be  his  writing. 

Q.  Is  there  any  other  writing  on  this  sketch  on 
Exhibit  12-B  for  identification  which  is  not  in  your 
handwriting  ? 

A.  No,  I  don't  see  any,  just  the  words  "linear 
pot." 

Q.  Is  there  anything  on  Exhibit  12-B  which  was 
not  on  that  exhibit  on  December  17,  1946,  other 
than  perhaps  this  wording  "linear  pot"? 
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A.  No,  that  is  the  only  jjossibility.  I  haven't  had 
it  in  my  possession. 

Mr.  Lewis  E.  Lyon:  At  this  time,  your  Honor, 
having  finished  with  this  series  of  sketches  and  this 
material  it  might  be  an  appropriate  time  to  stop, 
rather  than  go  into  a  new  subject  matter.  [97] 

The  Coui-t:  Yes.  After  counsel  has  examined 
them  I  will  look  at  those  sketches. 

The  Witness :  Here  are  two  other  sketches  which 
were  over  at  the  side  and  were  not  considered, 
which  probably  should  have  been. 

The  Court:  Show  them  to  Mr.  Lyon  and  see  if 
he  wants  them. 

Mr.  Lewis  E.  Lyon:  Yes,  I  want  the  dates  of 
these  two  sketches. 

The  Witness:     I  think  we  assigned  a  date  to  it. 

Q.  By  Mr.  Lewis  E.  Lyon:  12-A,  we  have,  and 
12-H,  I  don't  believe  you  testified  to  the  date  of 
that.  Will  you  do  that,  please*? 

A.  This  was  made  after  the  first  model  was 
made,  inasmuch  as  one  of  the  notations  on  the  back 
is  to  use  a  thinner  metal  for  the  cover,  so  that  it 
would  have  been  made  right  after  the  completion 
of  the  model  of  the  first  unit,  and  far  prior  to  the 
making  of  the  second  model,  inasmuch  as  we  did 
not  make  another  unit  having  a  sheetmetal  cover  at 
all,  although  on  this  I  suggested  a  thinner  metal 
cover  and  various  other  similar  items. 

Q.  The  first  model — to  which  model  do  you 
refer  *?  A.     The  big  one. 

Q.    You  mean  the  vane-tyi)e  model  ? 
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A.    Vane-type,  yes.  [98] 

Q.     And  that  is  Exhibit  7,  this  one  ?  A.    Yes. 

Q.  All  right.  Now,  are  there  any  other  drawings 
the  date  of  which  you  have  not  established?  I 
think  generally  there  are  these  drawings  of  the 
series  13  and  14,  which  you  say  are  Mr.  Skaling's 
drawings,  and  can  you  fix  the  date  of  those  draw- 
ings with  reference  to  the  time  of  construction  of 
the  instruments? 

A.  I  believe  so,  inasmuch  as  these  sketches 
would  have  been  made  after  I  had  requested  In- 
strument Development  to  make  a  model,  and  before 
the  model  was  made,  and  in  fact  probably  before 
any  of  the  parts  were  made  in  both  cases. 

Q.     In  both  cases?  A.    Yes. 

Q.  And  the  13  series  refers  to  the  first  linear 
motion  potentiometer,  does  it  ?  A.    That's  right. 

Q.     That  was  made  when? 

A.  I  believe  the  parts  for  the  model  were  com- 
pleted in  the  latter  part  of  December  1946. 

Q.  All  right.  Now  the  14  series  drawings  -A  to 
-H  refer  to  which  model? 

A.     To  the  first  vane-type  unit. 

Q.     And  that  is  Exhibit  7,  the  large  one? 

A.    Yes.  [99] 

Q.     And  that  was  completed  when? 

A.     I  believe  the  parts  were  completed  approxi- 
mately the  middle  of  December  of  1946. 
*****  [100] 

Mr.  Lewis  E.  Lyon:  At  this  time,  your  Honor, 
I  will  renew  the  offer  in  evidence  of  Exhibit  12-A 
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to  12 -J  inclusive;  13 -A  to  13 -F  inclusive;  14 -A 

througli  14-TI,  inclusive;  and  15. 

The  Clerk:   Are  these  admitted,  your  Honor? 
The  Court :    They  may  be  received. 
The  Clerk:    Exhibits  12-A  to  12- J  inclusive,  13- A 
through  13-F  inclusive,  14-A  through  14-H  inclu- 
sive, and  15  are  in  evidence. 

(The  exhibits  referred  to  were  marked  Plain- 
tiff's Exhibits  12-A  to  -J,  13-A  to  -F,  14-A  to 
-H,  and  15,  and  v^ere  received  in  evidence.) 

Direct  Examination — (Resumed) 
By  Mr.  Lewis  E.  Lyon: 

Q.  Mr.  Bourns,  on  the  matter  of  the  linear  mo- 
tion potentiometer,  I  do  not  believe  that  I  have 
asked  you  the  date  [103]  of  the  first  order,  the  first 
purchase  order  received  for  the  linear  motion  poten- 
tiometer. I  believe  that  has  heretofore  been  estab- 
lished in  the  depositions.  I  hand  you  a  set  of  three 
photostats  and  ask  you  if  this  is  the  first  order  re- 
ceived on  the  linear  motion  potentiometer? 

A.     Yes,  it  is. 

Q.  And  what  was  the  date  of  receipt  of  that 
order? 

A.  The  order  was  dated  February  26,  1947,  and 
it  is  marked  confirmation,  so  it  is  probable  that  I 
received  a  phone  call  on  or  about  that  same  date 
giving  me  the  order  number. 

Mr.  Lewis  E.  Lyon :  T  vrill  ask  that  this  purchase 
order  be  received  in  evidence  as  Exhibit  17,  being 
three  sheets. 
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The  Clerk :    Is  this  admitted,  your  Honor  ? 

The  Court :     It  may  be  received. 

The  Clerk :     17  in  evidence. 

(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  17,  and  was  received  in  evidence.) 

Q.  By  Mr.  Lewis  E.  Lyon:  Was  this  order,  Ex- 
hibit 17,  filled  by  you?  A.    Yes,  it  was. 

Q.    When? 

A.     I    believe    the    instruments    were    delivered 
April  12,  1947.  *****  [104] 
By  Mr.  Lewis  E.  Lyon: 

Q.  Mr.  Bourns,  you  have  testified  concerning 
the  tests  given  of  the  potentiometers  in  order  that 
they  meet  the  requirements  of  exactness,  and  I  be- 
lieve that  you  have  a  device  here  which  will  demon- 
strate the  preciseness  required  of  such  of  these  in- 
struments. Will  you  demonstrate  that?  Just  bring 
it  right  up.  A.    All  right. 

(The  witness  does  as  requested.) 

Q  And  in  doing  that,  will  you  describe  the 
equipment  which  you  have  produced? 

A.  All  right.  This  particular  piece  of  equipment 
is  generally  similar  to  the  testing  device  that  I  men- 
tioned this  morning,  although  that  particular  de- 
vice was  made  in  a  slightly  smaller  black  case  with 
Bakelite  paneling.  It  did  incorporate  a  helipot,  and 
a  so-called  duo-dial  for  the  making  of  [148]  meas- 
urements, and  a  meter. 

Q.  Just  a  minute.  You  are  going  to  use  some 
terms  that  I  am  sure  no  one  in  the  court  room  will 
know  what  vou  mean,  Yoti  started  out  with  "hell- 
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pot,"  and  it  is  a  complete  stranger  to  me,  and  it 
will  be  to  the  record.  When  you  use  terms  of  that 
kind,  will  you  tell  us  what  you  are  talking  about? 

A.  The  helipot  is  a  trade  name  for  a  multi-turn 
rotary  type  of  potentiometer.  This  i)articular  one 
has  ten  turns.  And  attached  to  it  is  a  dial  with  a 
vernier  arrangement,  such  that  the  outer  dial  re- 
cords each  of  the  turns,  whereas  the  inner  dial  indi- 
cates a  reading  of  the  position  of  the  shaft  of  the 
potentiometer  within  each  tui-n. 

This  dial  is  calibrated  in  such  a  manner  that  each 
division  on  the  inner  dial  represents  one-tenth  of 
one  per  cent  of  the  voltage  impressed  across  the 
entire  potentiometer  when  it  is  hooked  up  in  the 
manner  in  which  it  is  hooked  up  in  this  device. 

Q.  All  right.  Now,  what  is  the  purpose  of  this 
instrument  ? 

A.  The  purpose  is  to  make  accurate  calibrations 
of  potentiometer  type  instriunents  of  any  kind. 

In  addition,  other  tests  can  be  performed,  and 
various  instruments  can  be  tested  simultaneously  by 
the  selector  buttons  which  are  shown  here.  [149] 

Some  of  the  typical  tests  which  can  be  made  are 
the  tests  which  we  call  shorts  to  case.  It  is  important 
that  the  electrical  elements  be  completely  insulated 
from  the  case  of  these  instruments,  and  we  check 
that  particular  characteristic. 

Q.    That  is  throughout  the  range  of  the  shaft? 

A.  Through  the  range,  that  is  correct.  In  fact, 
that  is  the  reason  basically  that  it  is  necessary  to 
have  the  shorting  strir>  and  the  secondarv  contact. 
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as  shown  hj  our  various  plates.  Otherwise  it  would 
be  possible  to  tie  the  wiper  directly  to  the  shaft,  as 
an  example.  [150] 

Q.  That  is,  the  reason  for  the  shorting  strip  and 
its  mounting  in  the  cover A.    That's  right. 

Q.     is  to  avoid  any  possil^ility  of  shorting  to 

the  case? 

A.  That's  right.  Because  the  instrument  itself 
may  be  mounted  to  some  part  of  an  airplane  or 
missile,  and  the  electrical  connections  may  be  at 
some  different  potential  than  the  metal  to  which  it 
is  attached. 

Q.  You  have  an  instrument  in  your  right  hand 
here  which  you  keep  pointing  to ;  will  you  just  state 
for  the  record  a  clear  description  of  what  that  is? 

A.  This  particular  instrument  is  a  center  tap 
dual  linear  motion  potentiometer.  It  is  our  model 
115  CT. 

Q.     It  is  shown  in  Exhibit  15,  is  it,  by  a  plate  ? 

A.  That  exact  instrument  is  not  shown ;  however, 
plate  21  shows  an  instrument  which  is  substantially 
identical,  with  the  exception  that  it  does  not  have 
the  center  tap,  and  hence  there  is  one  less  terminal 
on  each  side. 

Q.  I  see.  All  right.  Now,  this  particular  poten- 
tiometer which  you  have  in  your  hand  is  mounted. 
What  is  it  moimted  on  ? 

A.  It  is  mounted  on  a  little  block  to  which  is 
attached  a  depth  micrometer  for  the  purpose  of 
moving  the  shaft  back  and  forth  by  known  incre- 
ments. [151] 
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Q.  That  is,  you  can  measure?  to  a  thousandth  of 
an  inch  the  amount  of  movement  of  the  shaft  by 
the  use  of  this  depth  micrometer,  is  that  correct? 

A.     Yes,  sir,  that  is  correct. 

Q.  How  is  this  instrument,  this  potentiometer, 
coupled  with  this  test  device  that  you  have  defined? 

A.  We  use  three  conductor  cables  which  plug 
into  any  of  six  receptacles  on  the  back  of  the  equip- 
ment, and  in  this  particular  instance  we  have  three 
alligator  clips  which  tie  to  the  terminals.  In  some 
instances  we  have  clip  boards  which  fits  specific 
models  for  rapid  test  purposes. 

Q.  Now,  will  you  connect  these  two  instrumen- 
t^Jities  together? 

I  may  suggest  it  would  probably  be  advisable  for 
the  purpose  of  the  record  to  have  this  instrument 
in  its  complete  form  as  now  coupled  together  photo- 
graphed so  that  it  will  show,  and  use  photographs 
in  the  record  rather  than  to  place  these  instruments 
in  the  record. 

The  Court :  I  think  Mr.  Childress  would  appreci- 
ate that. 

The  Clerk:  Yes,  it  is  hard  to  fold  those  things 
together. 

The  Court:  He  doesn't  like  to  hold  physical  ex- 
hibits when  we  have  no  place  to  put  them. 

Mr.  Lewis  E.  Lyon:  This  looks  to  me  like  a  valu- 
able test  instrument.   [152] 

The  Court:  That  is  all  right.  I  once  had  a  gyro- 
scope worth  $16,000  in  a  patent  case,  one  of  the  first 
ones  I  handled. 
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The  Witness:  I  have  set  the  micrometer  which 
controls  the  movement  of  the  shaft  at  six  hundred 
thousandths  of  an  inch,  and  have  made  a  measure- 
ment using  the  dual  dial  and  helipot,  and  the  sensi- 
tivity buttons  together  with  the  null  indicating 
meter  which  is  12.5  per  cent. 

Q.  By  Mr.  Lewis  E.  Lyon:  What  does  that  12.5 
per  cent  mean? 

A.  That  indicates  that  electrically  we  are  12.5 
per  cent  away  from  one  end  of  the  instrument. 

Q.    All  right. 

A.    I  can  move  this 

Q.  Your  answer  is  that  you  do  not  know  whether 
you  have  12.5  per  cent  of  the  total  resistance  in  the 
circuit  or  87.5  per  cent  of  the  total  resistance  in  the 
circuit,  is  that  correct? 

A.  Well,  actually  there  is  a  color  code,  one  lead 
is  white  and  one  is  black,  but  at  this  particular  mo- 
ment I  forget  which  is  which,  these  buttons  permit 
the  reversal  so  that  I  can  also  read  the  87.5  per 
cent,  and  by  know  which  of  these  leads  corresponds 
to  which  terminal  it  is  possible  to  determine  which 
end  I  am  reading  from. 

Q.  Now,  by  making  the  second  test  you  can  de- 
termine [153]  which  end  you  were  reading  from 
originally,  can't  you? 

A.  That  now  reads  87.6,  which  is  one-tenth  per 
cent  within  correlation  of  the  first  reading. 

Q.     Now,  so  that  we  are  reading  from 

A.  I  can  determine  by  physical  inspection  that 
we  are  reading  from  the  end  of  the  instrument  op- 
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posite  the  shaft,  since  the  shaft  is  now  i)ushod  in 

nearly  all  the  way. 

Q.  All  right.  Now,  will  you  set  that  to  a  second 
reading  ? 

A.  All  right.  I  will  set  it  at  .45.  At  that  j)osition 
I  obtain  a  reading  of  23.75  per  cent. 

Q.  All  right.  Is  this  instrument  used  to  test  these 
potentiometers  to  this  degree  of  accuracy"? 

A.     Yes,  it  is. 

Q.    Is  this  a  required  degree  of  accuracy  ? 

A.  That  is  correct.  We  take  our  readings  to  the 
nearest  tenth  per  cent,  which  is 

Q.  In  demonstrating  the  repeatability  of  these 
instruments,  will  you  go  backwards  through  those 
same  two  settings,  return  to  the  six  thousandths,  or 
six  hundredths,  I  guess  it  is,  reading,  and  then  to 
the  foi-ty-five  hundredth  reading,  and  see  of  you  get 
the  same  reading. 

A.  All  right.  I  should  explain  in  any  wire-wound 
potentiometer  the  contact  may  at  any  time  sit  be- 
tween two  immediately  adjacent  [154]  wires,  so  that 
it  is  almost  possible  with  an  infinitesimal  move- 
ment for  the  contact  to  rest  on  either  one  wire  or 
the  adjacent  wire,  so  that  you  can  never  be  sure  of 
a  repeatability  which  is  greater  than  the  resolution 
of  the  instrument,  and  by  ''resolution"  we  mean  the 
spacing  of  the  wires  that  are  wound  on  the  element. 

Q.  And  that  spacing  of  the  wires  on  an  instru- 
ment of  this  type  is  in  thousandths  approximately 
how  much? 

A.     Approximately  one  thousandth  of  an  inch  in 
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this  particular  case.  I  have  a  reading  of  12%  per 

cent,  12.5. 

Q.     Which  setting  is  that  on? 

A.     That  is  at  .600. 

Q.  So  at  this  time  you  came  out  with  absolutely 
the  same  reading  without  any  deviation,  is  that  not 
true  % 

A.    As  I  recall  that  is  the  same  reading. 

Q.  Now,  return  it  to  the  forty-five  hundredths 
position. 

A.  All  right.  I  now  have  a  reading  of  23.75  per 
cent.  [155] 

Q.  Now,  will  you  demonstrate  the  use  of  this 
apparatus  in  determining  that  there  is  no  shorting 
throughout  the  entire  travel? 

A.  I  lack  a  lead  in  order  to  determine  that.  An- 
other lead  has  to  be  plugged  in. 

Q.    And  you  don't  have  that  lead  here? 

A.    No,  I  don't. 

Q.    Just  point  out  how  it  is  done,  then? 

A.  We  simply  push  this  button  which  says  "In- 
sulation Resistance,"  and  since  we  are  using  a  600- 
volt  battery  we  have  a  secondary  button  for  the 
protection  of  the  operator,  which  is  pushed  only 
when  that  test  is  being  made,  and  it  applies  600 
volts  DC  between  the  terminals  and  the  case  of  the 
instrument.  The  lead,  which  is  not  here  today,  is 
attached  to  the  body,  the  metal  body  of  the  instru- 
ment, and  to  the  meter. 

Q.  You  mean  you  impress  across  these  little 
de^dces  600  volts? 
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A.  That  is  right.  And  with  that  voltage  im- 
pressed they  must  have  50  megohms  resistance,  and 
that  is  50  million  ohms. 

Q.  And  what  is  the  cai)acity,  or,  what  are  the 
specifications  of  voltage  impression  these  things  are 
required  to  operate  at? 

A.  Between  the  elements  and  the  case,  or  across 
the [156] 

Q.  Across.  They  are  given  a  certain  capacity. 
What  is  the  ordinary  voltage  impressed  upon  the 
device  in  its  use? 

A.     One  of  the  most  common  voltages  is  5  volts. 

Q.     5  volts? 

A.  That  happens  to  be  used  in  telemetering  test- 
ing extensively. 

Q.  And  you  tested  with  600  volts? 
Il  A.  That  is  in  a  different  way.  The  5  volts  are 
applied  from  the  end  of  the  electrical  Avinding  to 
the  other  end,  whereas  the  high  voltage  is  applied 
from  both  windings  and  contact  assemblies  to  the 
case,  to  determine  they  are  insulated. 

Q.  All  right.  Now,  there  is  no  such  use  as  that 
in  actual  use,  then? 

A.  No,  except  that  it  is  important  that  there  be 
no  shorts  between  the  elements  and  the  case,  or  it 
might  cause  failure  not  only  of  the  instrument,  but 
possibly  of  the  missile,  through  shorting  of  the 
power  supply. 

Q.  I  am  trying  to  get  the  reasoning  behind  im- 
pressing 600  volts  on  a  device  that  is  supposed  to 
operate  at  5  volts. 


202  Edcliff  Instruments,  et  ah,  vs. 

(Testimony  of  Marian  E.  Bourns.) 

The  Court:  He  merely  says  it  is  in  a  different 
direction.  He  says  it  is  600  in  one  direction,  and 
the  other  in  a  different  direction. 

The  Witness:  The  500  volts  or  600  volts  is  im- 
pressed between  the  electrical  terminals  and  the 
actual  body  and  shaft  of  the  instrument,  since  the 
body  and  shaft  are  tied  physically,  and  electrically 
to  the  missile  frame  itself,  and  hence  the  other  con- 
nections to  which  the  missile  power  supply  and  bat- 
tery may  be  connected  may  be  at  some  potential 
such  that  a  short  between  the  body  of  our  instru- 
ment and  one  of  the  terminals  would  cause  exces- 
sive battery  drainage  or  failure  of  other  components. 

Q.  By  Mr.  Lewis  E.  Lyon :  All  right.  Now,  what 
other  tests  of  these  instruments  are  made,  in  accord- 
ance with  their  requirements,  and  what  do  the  tests 
consist  of? 

A.  We  have  to  determine  the  total  resistance  of 
the  instrument,  and  that  is  done  by  pushing  this 
button. 

Q.     That  is  also  done  on  the  same  instrument  *? 

A.    Yes. 

Q.  That  can  be  told  at  these  terminals  (indicat- 
ing), can  it  not? 

A.  I  think  it  can.  There  is  a  built-in  Wheatstone 
bridge  in  this  device,  which  has  a  main  scale  and  a 
multiplier.  At  present  the  main  scale  is  set  at  100, 
and  the  multiplier  at  100,  which  gives  10,000  ohms 
check,  and  in  reading  on  the  meter  we  find  a  devia- 
tion expressed  in  percentage  of  whatever  resistance 
we  set  the  dials  at  of  6.4  per  cent  negative. 
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In  this  particular  case  our  resistance  tolerance  is 
plus  or  minus  10  p(^r  cent.  In  most  instruments  it  is 
plus  or  minus  5  per  cent. 

Q.  Now,  what  other  tests  are  made  of  these  in- 
struments [158]  in  order  tliat  they  may  meet  the 
specifications  of  their  use? 

A.  We  normally  check  the  end  setting.  Tly  that 
we  mean  we  move  the  shaft  to  both  extremes  of 
travel,  and  measure  the  resistance,  or  the  voltage 
ratio,  I  should  say,  which  is  exhibited  at  that  point. 
That  can  be  done  by  means  of  this  dial,  and  it  can 
also  be  done  by  means  of  a  quick  check  feature, 
which  is  built  in  and  reads  directly  on  the  meter. 

Q.    Now,  is  there  any  other  test  that  is  made? 

A.  Yes.  We  check  for  what  w^e  call  noise,  and 
what  is  normally  referred  to  on  our  calibration  as 
a  seojie  test,  the  reason  being  we  originally  used  an 
oscillascope  to  make  the  test.  By  that  I  am  refer- 
ring to  any  electrical  discontinuity  while  the  shaft 
of  the  instrument  is  being  actuated. 
i  An  auxiliary  oscillascope  device  or  noise-testing 
circuit  is  connected  to  the  back  of  the  instrument, 
and  by  pushing  your  particular  button  it  connects 
that  to  the  circuit. 

Any  discontinuity  whatever  during  the  testing  of 
the  instrument  gives  it  a  reject,  from  our  stand- 
point and  the  customer's. 

Q.  Is  there  any  quantitative  noise  requirement 
that  is  connected  with  that? 

A.  There  are  various  devices  on  the  market  very 
recently  [159]  which  give  a  quantitative  mep'^ure- 
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ment,  and  we  also  earlier,  through  use  of  the  oscil- 
lascope,  which  was  calibrated,  were  able  to  make 
quantitative  measurements. 

Q.  Is  this  type  of  test  equipment  that  you  have 
before  you  what  you  refer  to  as  test  equipment  which 
you  developed  and  regarded  as  one  of  your  confi- 
dential matters? 

A.  Yes,  it  is  very  similar.  That  particular  de- 
vice did  not  have  the  built-in  Wheatstone  bridge, 
but  used  an  auxiliary  bridge,  which  was  connected 
by  pushing  a  button  at  the  top. 

Q.  Then,  I  take  it  this  is  a  later  model  of  that 
test  apparatus?  A.    Yes,  it  is. 

The  Court:  Has  this  a  name?  I  just  wondered 
if  this  has  a  name.  J 

The  Witness :  A  potentiometer  test  meter  would 
be  the  name. 

The  Court:    It  is  a  form  of  a  meter? 

The  Witness :     Yes. 

The  Court :     A  test  meter,  I  mean. 

Q.  By  Mr.  Lewis  E.  Lyon:  It  has  no  commer- 
cial name.  It  is  one  you  built  in  your  own  place ;  is 
that  right?  A.     Yes,  we  did. 

The  Court:  And  it  will  make  all  the  tests  to  de- 
termine the  accuracy  of  the  other  instrument? 

The  Witness:    Yes,  that  is  right. 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  you  have  had 
considerable  training  in  electrical  engineering,  I 
understand.  Is  there  any  other  potentiometer  use 
that  you  know  of,  the  accuracy  of  which  approaches 
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the  requirements  of  these  potentiometers  yon  have 

been  selling. 

Mr.  Pruitt:  I  didn't  hear  that.  Will  you  read 
it,  please? 

(The  question  was  read.) 

Mr.  Pruitt:  I  will  object  to  that,  your  Honor,  as 
immaterial,  unless  some  date  is  placed  on  that  ques- 
tion. I  don't  see  that  it  has  any  materiality  up  to  the 
present  time. 

Mr.  Lewis  E.  Lyon:  The  date  is  throughout  the 
period  of  selling. 

The  Court :     Overruled. 

The  Witness:  One  highly  accurate  device  is  the 
helipot,  which  is  in  this  meter  itself.  It  is  very  dif- 
ferent than  the  device  which  we  make,  however. 

Q.  By  ^Ir.  Lewis  E.  Lyon:  Well,  in  the  radio 
field  is  there  any  requirement  of  this  accuracy? 

A.  No,  not  at  all.  Li  fact,  the  general  use  of  the 
potentiometer  in  the  radio  field  is  as  a  volume  con- 
trol, and  customarily  tolerances  for  that  type  of  use 
are  on  the  order  of  20  per  cent.   [161] 

Q.  In  any  other  field  you  can  think  of  in  the 
use  of  potentiometers,  is  there  any  requirement  for 
accuracy  ? 

A.  I  believe  there  is  a  bridge  device  made  by 
Leeds  &  Northrup,  which  uses  a  large  diameter  ro- 
tary potentiometer,  which  is  accurate. 

Q.    What  is  the  use  of  that  instrument  ? 

A.  It  is  quite  similar  to  this  use,  in  the  sense 
that  the  variable  potentiometer  is  used  to  measure 
an  electrical  value.  Actuallv,  it  is  used  to  measure 
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resistance  and  differs  from  this  in  that  it  is  less 
than  a  full  turn  of  operation  compared  to  ten  turns 
for  this  device. 

Q.  Now,  this  helipot  you  say  you  have  in  this 
test  instrument  you  have  in  front  of  you,  was  that 
one  made  by  you? 

A.    No,  that  is  made  by  the  Helipot  Corporation. 

Q.     And  what  accuracy  does  that  have  ? 

A.  Well,  actually,  when  we  first  obtained  these 
units,  we  needed  greater  accuracy  than  that  nor- 
mally provided,  and  it  Avas  necessary  to  purchase 
special  instruments  which  were  selected  and  hand- 
adjusted,  in  order  to  assure  that  the  required  accur- 
acy would  result.  It  generally  is  accurate  to  .05  per 
cent. 

Q.  Is  there  any  place  that  you  know  of  that 
there  is  a  requirement  for  precise  repeatability  of  a 
potentiometer  as  in  this  field  of  guided  missiles 
which  you  have  been  supplying?  [162] 

A.  Not  except  for  the  two  instances  already  men- 
tioned. 

Q.  You  have,  have  you  not,  the  problem  of 
weight  and  size  also  in  the  guided  missile  field.  Does 
that  differ  from  the  instances  that  you  have  speci- 
fied of  the  Leeds  &  Northrup  instrument,  or  this 
Helipot? 

A.  Yes,  it  does.  The  Leeds  &  Northrup  device 
is  rather  large,  and  the  Helipot  device  likewise  is 
large  compared  to  our  linear  motion  potentiometer, 
for  example.  Furthermore,  in  connection  with  mis- 
sile applications  there  are  severe  vibrations  and  ac- 
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celerations  and  life  cycles  that  are  required  for  sat- 
isfactory operation. 

Q.  Now,  is  this  instrument  that  you  have  in 
front  of  you  one  that  is  used  for  these  rapid  cycle 
tests  of  this  instrument,  or  do  you  have  another 
instrument  for  that  purpose?  You  say  you  test  for 
200  cycles  per  minute  of  movement  or  vibration.  Is 
this  instrument  used  in  carrying  out  those  tests? 

A.  The  main  thing  which  it  is  desired  to  deter- 
mine during  that  test  is  whether  that  instrument  has 
noise  or  discontinuity,  and  through  the  use  of  this 
meter,  coupled  with  noise  measuring  de\dces,  it  is 
possible  to  determine  whether  the  instrument  oper- 
ates satisfactorily  imder  those  conditions. 

Q.  Now,  how  about  the  vibration?  Does  the  vi- 
bration test  the  same  as  the  test  for  repeated  cy- 
cling? [163] 

A.  For  vibration  we  moimt  the  entire  instru- 
ment on  a  commercial  vibration  machine,  which  sub- 
jects it  to  vibrations  comparable  to  those  encoun- 
tered in  aircraft,  and  monitor  the  output  to  be  sure 
it  is  performing  satisfactorily. 

Q.  Why  do  we  have  to  have  such  a  long  life 
in  a  device  of  this  character?  Isn't  it  true,  or  am  I 
wrong  there, — assimiing  the  device  is  mounted  in  a 
guided  missile,  the  missile  is  sent  aloft,  that  is  the 
end  of  it;  isn't  that  true? 

A.  That  would  seem  to  be  the  case.  Actually,  at 
this  stage  of  the  missile  art  a  tremendous  amount 
of  testing  is  done,  and,  furtheiTnore,  some  missile 
systems   use   a  so-called   dither  hydraulic   system, 
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wherein  the  potentiometer  is  subjected  to  210,  in 
one  instance,  cycles  per  second  of  vibration  over  a 
limited  stroke,  so  with  that  high  speed  of  operation, 
it  only  takes  only  a  minute  of  a  few  hours  to  reach 
a  life  cycle  on  the  order  of  several  million. 

Q.  Well,  then,  these  instruments  are  primarily 
designed  for  the  test  staging  in  the  guided  missile 
art;  isn't  that  true,  rather  than  for  use  in  guided 
missiles  that  might  be  manufactured  for  the  pur- 
pose of  use  of  such  missiles? 

A.     No,  they  are  used  in  the  missiles  themselves. 

Mr.  Pruitt:  Just  a  moment.  I  object  to  that, 
your  Honor,  on  the  ground  that  it  is  hearsay,  so 
far  as  this  witness  is  concerned,  as  to  what  use  is 
made  by  people  who  [164]  manufacture  test  guided 
missiles,  unless  some  other  foundation  is  laid. 

The  Court:    Will  you  read  the  question,  please? 
(The  question  was  read.) 

The  Court:  I  will  sustain  the  objection  because 
it  is  speculative.  He  has  already  testified  that  at  the 
present  time  they  are  being  used  in  tests,  and  what 
they  might  be  used  for  later  on  depends  a  good 
deal  upon  the  future.  I  will  sustain  the  objection. 
The  first  part  of  the  question  has  already  been  an- 
swered. [165] 

Cross  Examination 
Q.    By  Mr.  Pruitt:    Mr.  Bourns,  yesterday  you 
testified  that  Convair  presented  a  problem  to  you 
back  in  1946  which  you  undertook  to  solve,  is  that 
correct  ?  A.    Yes. 
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Q.  And  did  Convair  ajjproach  you  with  respect 
to  that  problem,  or  did  you  approach  Convair? 

A.     I  learned  of  it  through  Convair  personnel. 

Q.  Did  you  call  someone  at  Convair  at  that 
time? 

A.  I  believe  the  first  knowledge  I  had  of  Con- 
vair's  problems  was  through  association  with  Con- 
vair engineers  by  the  name  of  Dave  Wagner  and 
Pete  Nagy,  in  connection  vdth  work  which  I  was 
doing  through  N.O.T.S. 

Q.  Do  I  understand  that  you  knew  Mr.  Wagner 
and  Mr.  Nagy  prior  to  the  time  that  they  presented 
this  problem  to  you?  A.     Yes. 

Q.  And  when  did  you  first  meet  either  Mr. 
Wagner  or  Mr.  Nagy  ? 

A.  I  can't  be  too  accurate  on  that  date.  I  believe 
it  would  be  in  the  winter  or  spring  of  1946. 

Q.  Do  you  mean  in  the  winter  of  1945  or  the 
spring  of  1946? 

A.  Well,  I  was  really  referring  to  the  early 
months  of  1946. 

Q.     Early  months  of  1946. 

At  the  time  you  first  met — which  one  did  you 
meet  at  that  time,  Mr.  Wagner? 

A.     I  don't  recall  which  one  I  met  first. 

Q.    Was  it  a  personal  meeting? 

A.  They  were  working  on  the  same  missiles  for 
Convair  on  which  the  Naval  Ordnance  Test  Sta- 
tion was  installing  [188]  telemetering  equipment, 
which  I  had  worked  on  for  Naval  Ordnance  Test 
Station. 
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Q.  At  that  time,  at  the  time  of  your  first  meet- 
ing and  the  ensuing  period  did  you  have  discus- 
sions from  time  to  time  with  Mr.  Wagner  or  Mr. 
Nagy  concerning  this  problem? 

A.  We  did  some  testing  at  Inyokem,  and  in  the 
evening  at  the  Officers  Club  we  often  discussed 
various  items  relating  to  the  missiles  and  the  prob- 
lems, and  our  personal  hopes  for  the  future,  and 
so  forth. 

The  Court:  Were  you  employed  by  Convair  at 
the  time? 

The  Witness :  l^o,  sir.  I  was  employed  by  Naval 
Ordnance  Test  Stations. 

Q.  By  Mr.  Pruitt:  You  are  referring  to  the 
period  generally  1946,  starting  in  the  early  part 
and  continuing  on  up  until  the  termination  of  your 
employment  at  N.O.T.S.? 

A.  Yes,  with  the  exception  of  several  months 
when  I  was  in  Michigan,  I  believe  that  period  was 
from  August  until  November.  My  father  passed 
away  in  Michigan  and  I  was  absent  for  several 
months. 

Q.  During  these  discussions  with  Mr.  Nagy  and 
Mr.  Wagner,  prior  to  August  of  1946,  did  you  dis- 
cuss the  particular  problem  that  gave  rise  to  your 
experimental  work  in  vane  potentiometers? 

A.  While  visiting  the  Convair  plant  I  saw  the 
device  which  was  previously  being  used  and  was 
told  that  it  was  [189]  unsatisfactory. 

Q.  By  whom  were  you  told  that  it  was  unsatis- 
factory at  that  time? 
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A.  One  of  the  jx'ople  who  told  me  it  was  unsatis- 
factory was  a  union  steward  at  Convair  with  red 
hair  who  was  in  charge  of  installation  of  compon- 
ents, and  I  don't  recall  his  name. 

Q.  Were  you  in  the  company  of  someone  from 
Convair  when  you  saw  the  union  steward,  or  were 
you  by  yourself? 

A.    He  was  a  Convair  employee. 

Q.  I  mean  other  than  you  and  the  steward  was 
anyone  else  present  from  Convair? 

A.    Possibly. 

Q.    You  don't  recall  at  the  present  time? 

A.     No. 

Q.  What  device  was  the  union  steward  referring 
to  at  that  time  ? 

A.  He  was  referring  to  a  gear  operated  vane  in- 
strument manufactured  by  Giannini. 

Q.  Is  that  the  instrument  you  identified  as  the 
Giannini  Microtorque  poteiitiometer? 

A.  The  Microtorque  potentiometer  was  one  of 
the  components  of  this  assembly,  but  only  that. 

Q.  What  were  the  other  components  of  that  as- 
sembly ? 

A.  There  was  a  vane,  at  least  one  shaft  to  va- 
rious parts  which  constituted  a  framework  in  which 
were  mounted  the  shafts  [190]  to  which  were  at- 
tached two  gears,  and  to  which  was  mounted  the 
potentiometer. 

Q.  Was  this  assembly  manufactured  entirely  hy 
Giannini,  if  you  know? 
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A.  I  don't  know.  It  was  my  impression  that  it 
was. 

Q.  Was  it  explained  to  you  in  what  respects  this 
telemetering  system  was  unsatisfactory? 

A.  Yes,  I  think  it  was.  In  fact,  this  union  stew- 
ard showed  me  this  one,  and  using  some  words 
which  I  can't  use  here,  said,  "This  thing  is  all  bound 
up  and  the  pot  is  loose,  and  it  is  really  a  mess." 

Q.  Was  he  showing  the  particular  assembly  to 
you  at  the  tune  he  made  that  comment"? 

A.    Yes. 

Q.  While  you  were  at  N.O.T.S.,  telemetering 
missiles  and  torpedoes  were  being  carried  on  as  part 
of  your  duties,  was  it  not? 

A.    Will  you  repeat  that,  please  ? 

Mr.  Pruitt:  Read  the  question,  please. 
(Question  read  by  the  reporter.) 

The  Witness:  I  don't  understand  the  question. 

Q.  By  Mr.  Pruitt:  I  will  rephrase  it.  While  you 
were  at  NOTS,  as  part  of  your  duties  did  you  have 
any  function  in  connection  with  the  telemetering 
work  relating  to  missiles  and  torpedoes  ? 

A.  Relating  to  missiles.  I  don't  recall  any  relat- 
ing to  torx)edoes. 

Q.  And  the  NOTS  was  doing  the  same  related 
work  that  Convair  was  doing  in  that  field,  were  they 
not,  at  that  time  ? 

A.     No,  I  don't  believe  they  were. 

Q.  Well,  did  they  use  potentiometers  in  connec- 
tion with  missiles  at  NOTS  while  vou.  were  there? 
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A.  I  don't  believe  they  were  making  missiles  nor 
using  potentiometers  at  NOTS. 

Q.  You  have  a  positive  recollection  that  that  is 
the  case?  A.    Yes,  sir. 

Q.  And  when  was  it  that  you  left  the  employ  of 
NOTS? 

A.  I  returned  from  Michigan  approximately  No- 
vember 5th,  and  at  the  time  of  returning,  or  prior  to 
returning,  was  informed  that  I  must  either  move  to 
Inyokern  or  quit.  And  I  gave  termination  notice, 
and  was  informed  that  I  had  vacation  coming  and 
could  either  take  the  vacation  at  that  time  or  work 
on  some  test  equipment,  which  I  had  been  making 
for  my  own  use  in  the  evenings,  if  I  preferred.  The 
date  of  termination  was  approximately  the  middle 
of  November.  [192] 

The  Court :    Were  you  a  civilian  at  that  time  ? 

The  Witness :    Yes,  sir. 

Q.  By  Mr.  Pruitt:  That  was  about  the  middle 
of  November  1946,  is  that  right? 

A.  Yes,  sir.  I  believe  November  15th  was  the 
exact  date. 

The  Court:  Well,  they  moved  part  of  that  facility 
to  Riverside,  didn't  they,  the  part  that  was  under  the 
Bureau  of  Standards?  Or  you  never  worked  there? 

The  Witness:  No,  sir,  only  on  tests  that  were 
made  at  Inyokern. 

The  Court:  Part  of  the  facility  that  was  under 
the  Bureau  of  Standards  was  moved  and  is  now  in 
Riverside  ? 
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The  Witness :  Possibly  so.  I  am  not  familiar  with 
that. 

The  Court:    All  right. 

Q.  By  Mr.  Pruitt:  Was  the  steward  you  men- 
tion the  only  person  at  Convair  that  explained  to 
you  the  problem  they  were  having  in  connection 
with  potentiometers  used  in  conjunction  with  mis- 
siles ? 

A.  He  explained  that  particular  device.  Mention 
was  also  made  to  me  that  other  pickup  or  transducer 
devices  were  unreliable  and  unsatisfactory  in  their 
missile. 

Q.  Were  those  transducers  identified  to  you"?  Do 
you  know  what  they  were  using  at  that  time  ? 

A.     Only  in  general  terms.  At  that  stage  they 
were    [193]    exioerimenting   with   several   different 
basic  types,  such  as  not  only  potentiometers,  but 
variable  capacitance,  variable  inductance,  variable  '■ 
reluctance,  and  other  approaches  to  the  problem. 

Q.  Do  you  remember  any  specific  person  at  Con- 
vair that  you  spoke  to  concerning  this  problem, 
other  than  the  shop  steward  you  mentioned? 

A.     At  what  period  of  time  ? 

Q.  During  1946,  j)Tior  to  the  time  you  submitted 
the  vane  instrument  to  Convair.  Did  you  talk  to 
Mr.  Chaney? 

A.  I  did  talk  to  Mr.  Chaney,  but  I  am  not  sure 
whether  it  was  prior  to  that  time  or  subsequent. 

Q.  Do  you  remember  any  persons  that  you  might 
have  talked  to  other  than  the  shop  steward  and  Mr. 
Chanev  ? 
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A.  Probably  various  mechanics  doin^  assembly 
work  on  the  missile. 

Q.  Well,  as  I  understood  your  testimony,  the 
first  vane  drawing  was  idc^ntified  as  Plaintiff's  Ex- 
hibit 12- J,  which  I  now  show  you,  is  that  correct; 
was  that  the  first  one  that  was  made,  to  the  best  of 
your  recollection? 

A.  I  believe  that  is  correct,  the  best  that  I  can 
recall. 

Q.  I  believe  you  testified  that  one  which  was 
dated  Noveml^er — I  guess  it  is  the  shop  order  that 
was  dated  November  27th,  or  something,  indicated 
to  you  what  the  second  [194]  drawing  was,  is  that 
correct?  A.     T  believe  so. 

Q.  So  that  12-J  was  drawn  by  you  sometime 
prior  to  November  27,  1946,  is  that  your  recollec- 
tion? 

A.     If  that  was  the  date  that  was  indicated. 

Q.  Prior  to  the  making  of  the  drawing  sho\\Ti 
in  Plaintiff's  12-J,  do  you  recall  any  persons  at 
Convair  that  you  spoke  to  other  than  the  shop  stew- 
ard that  you  have  identified  ? 

A.  I  have  already  mentioned  Mr.  Nagy  and  Mr. 
Wagner,  I  believe. 

Q.  Did  you  discuss  with  them  this  particular 
prolyl  em  that  Convair  was  having? 

A.     T  believe  so.  [195] 

Q.  Did  you  discuss  that  with  them  after  your 
return  from  Michigan  in  1946? 

A.  Certainly  after  my  return,  since  that  includes 
a  long  period  of  time. 
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Q.  You  spoke  to  them  before  you  left,  too,  did 
you  not? 

A.  Yes,  we  did  discuss  matters  in  general  before 
I  left. 

Q.  Now,  what  position  did  Mr.  Wagner  have  at 
Convair  at  that  time? 

A.  I  believe  he  was  in  their  engineering  depart- 
ment. I  am  not  sure  about  any  further  details. 

Q.  Did  you  have  any  written  or  oral  contract 
with  Mr.  Wagner,  or  any  other  official  of  Convair, 
commissioning  you  to  develop  an  instrument  such 
as  is  shown  in  your  drawings  at  that  time? 

A.     No,  sir. 

Q.  Would  it  be  correct  to  say  that  what  Mr. 
Wagner  told  you  was  that  if  you  could  make  an 
instrument  which  would  be  better  than  the  one  they 
were  using,  they  would  consider  buying  it  from 
you? 

A.  It  may  be  possible  that  that  was  implied, 
since  they  were  dissatisfied  with  their  present  device 
and  would  presumably  buy  something  better  if  they 
could  obtain  it. 

Q.  And  you  had  told  them,  had  you  not,  that  you 
were  planning  to  go  into  business  for  yourself,  and 
wanted  to  find  [196]  some  field  where  there  was  a 
chance  of  making  some  money,  isn't  that  right,  or 
words  to  that  effect? 

A.  I  believe  I  had  indicated  I  have  planned  to 
go  into  the  electronics  field,  possibly  making  tele- 
metering equipment  or  oscillascopes. 

Q.     In   connection  with   the   problem   that   Con- 
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vail-  disclosed  to  you  at  that  time,  was  their  pri- 
mary concern  apparently  the  accuracy  of  the  in- 
strument  desired,    which    I   believe    was   five-hun- 
dredths  of  a  degree? 

A.  I  believe  accuracy,  repeatability,  and  reli- 
ability were  the  main  problems. 

Q.  Now,  the  accuracy  of  five-hundredths  of  a 
degree,  is  that  the  same  as  the  resolution  which  you 
explained  earlier  today? 

A.     Not  necessarily. 

Q.  How  do  you  distinguish  the  five-hundredths 
of  a  degree  accuracy  from  the  resolution  of  an  in- 
strument ? 

A.  Various  factors  enter  into  that  considera- 
tion. As  an  examx:>le,  the  gear-operated  device  had 
play  between  the  gears  such  that  an  uncertainty 
could  exist  in  the  position  of  the  potentiometer 
brush  relative  to  the  vane  because  of  this  slop  in 
the  gears. 

Q.  Whereas  the  resolution  is  measured  from  the 
shaft  of  the  potentiometric  element  itself;  is  that 
right  ? 

A.  That  is  one  way  of  measuring  it,  or  by  know- 
ing the  [197]  number  of  turns  of  the  wire  on  the 
potentiometer  it  can  be  determined. 

Q.  Now,  resolution  is  sometimes  expressed  in 
percentage,  is  it  not?  A.    Yes,  sometimes. 

Q.  And  what  is  the  percentage  resolution  re- 
quirement of  the  instruments,  do  you  recall  now, 
generally  speaking? 

A.    That  depends  a  great  deal  on  the  type  and 
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range  of  instrument.  In  the  case  of  some  of  our 
longer  linear  motion  potentiometers  resolutions  as 
low  as  half  of  a  tenth  of  a  per  cent,  or  even  greater, 
are  encountered. 

Q.  And  resolution  is  determined,  is  it  not,  by  the 
size  of  the  wire  you  use,  and  how  close  each  turn 
is  to  the  next  turn,  and  the  type  of  wire  you  use; 
is  that  correct? 

A.  I  don't  believe  the  type  of  wire  would  be  a 
factor. 

Q.  Well,  the  type  of  wire  would  determine 
whether  the  same  resistivity  existed  in  the  coil  a 
longer  period  of  time?  Some  wires  have  a  longer 
period  ? 

A.  I  am  rather  confused  by  several  terms.  Re- 
sistivity, as  I  understand  it,  is  resistance  independ- 
ent of  the  size  of  the  wire,  and  is  a  physical  prop- 
erty of  a  metal  and  a  metal  alloy. 

Q.  But,  primarily,  the  resolution  depends  upon 
the  size  of  the  wire,  and  the  closeness  of  the  wire 
on  the  resistance  element?  [198] 

A.    And  the  length  of  it. 

Q.     And  the  length  of  the  resistance  element? 

A.     That  is  correct. 

Q.  Now,  in  1946  were  you  familiar  with  any  re- 
sistors that  were  being  manufactured  at  that  time? 

A.  I  had  seen  the  Giannini  Microtorque  potent- 
iometer, not  only  at  Convair,  but  at  an  exhibit  at 
the  Pasadena  Civic  Auditorium. 

Q.  Is  that  the  only  one  that  you  were  familiar 
with  at  that  time? 
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A.  AVhat  was  the  breadth  of  your  category, 
again  % 

Q.     The  resistors.  A.     The  resistors? 

Q.     Yes,  wire-wound  resistors. 

A.  Wire-wound  resistors.  Well,  there  are  fixed 
resistors  which  are  wire-wound,  such  as  those  used 
in  Wheatstone  bridges,  with  which  I  w^as  familiar. 

Q.     What  is  the  accuracy  of  that  type  of  resistor? 

A.     I  am  confused  by  your  term  "accuracy." 

Q.  I  am  attempting  to  use  your  term,  Mr. 
Bourns.  The  percentage  figure  you  used  before 
would  be  satisfactory.  How  accurate  does  a  re- 
sistor have  to  be  to  work  accurately  in  a  Wheat- 
stone  bridge? 

A.  It  depends  upon  the  particular  portion  of 
the  bridge  circuit  in  which  it  is  located.  [199] 

Q.  What  trade  names  of  resistors  were  being 
manufactured  in  1946,  to  your  knowledge? 

A.  I  believe  Ohmite  is  one  of  the  manufac- 
turers of  a  fijced  resistor  with  a  vitreous  enamel 
coating. 

Q.  And  was  Giannini  the  only  company  you 
knew^  of  at  the  time  that  was  making  wire-woimd 
potentiometers  at  that  time?  A.     No,  sir. 

Q.  What  other  companies  were  in  that  field  at 
that  time,  that  you  knew  of? 

A.  Various  well-known  manufacturers  of  radio 
type  volume  controls  also  make  wire-woimd  con- 
trols of  that  same  general  type. 

Q.  Was  Helipot  making  potentiometers  at  that 
time  ?  A.    I  am  not  positive. 
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Q.  When  you  contacted  Convair  in  1946,  and 
became  aware  of  the  problem  you  have  described, 
was  that  the  first  time  you  knew  that  there  was 
such  a  problem? 

A.  Inasmuch  as  we  were  working  with  telemet- 
ering equipment,  our  engineers  at  N.O.T.S.  at- 
tended various  meetings  and  discussions,  and  there 
learned  that  transducers  or  pickups  were  a  major 
difficulty  in  the  missile  and  aircraft  test  field. 

Q.  Now,  you  mentioned  the  crude  arrangement 
that  Convair  had,  consisting  of  a  resistor  with  a 
spring  and  a  string  attached  to  it.  When  did  you 
see  that  at  Convair?  [200] 

A.    I  don't  believe  I  saw  that. 

Q.  That  was  just  described  to  you  by  one  of  the 
personnel  at  Convair?  A.     Yes. 

Q.     Which  person  was  that? 

A.  Either  Dave  Wagner  or  Pete  Nagy;  I  am 
not  sure  which. 

Q.  Did  they  say  what  they  were  using  that  de- 
vice to  measure? 

A.  Either  the  movement  of  a  hydraulic  actu- 
ator or  the  movement  of  a  fin  or  control  arm  of  the 
missile  to  which  the  actuator  was  attached. 

Q.  In  your  opinion,  could  a  rotary  pot  of  some 
kind  have  been  used  for  that  same  purpose  at  that 
time? 

A.  They  were  using  a  rotary  pot  for  that  pur- 
pose. 

Q.  And  was  that  the  same  one  you  described  a 
while  ago,  the  Giannini? 
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A.     I  didn't  see  it,  so  I  don't  know. 

Q.  I  believe  you  testified  that  in  early  1947  you 
delivered  an  instrument  to  Convair  which  was  sim- 
ilar to  Plaintiff's  Exhibit  8;  is  that  correct? 

A.    Yes. 

Q.  And  Exhibit  9  was  the  instrument,  the  No.  2 
vane  type  instrument  that  you  made;  is  that  cor- 
rect? A.     Yes.  [201] 

Q.  When  did  you  take  this  Exhibit  9  to  Convair 
to  display  to  them? 

A.  I  believe  within  a  few  days  after  it  was  com- 
pleted and  assembled. 

Q.  And  that  was  sometime  in  late  December 
or  early  January  of  1946  and  1947,  respectively? 

A.     Early  January,  I  think,  yes,  sir. 

Q.  I  believe  you  testified  that  Convair  had  no 
specific  criticisms  of  this  particular  model;  is  that 
correct  ? 

A.    Not  as  many  as  they  had  of  the  previous  one. 

Q.  Whom  did  you  talk  to  at  Convair  with  re- 
spect to  Plaintiff's  Exhibit  9? 

A.  As  far  as  I  can  recall,  I  talked  to  Pete  Nagy, 
Dave  Wagner,  and  Mr.  Cheney. 

Q.  And  did  you  display  this  instrument  to  each 
of  the  persons  you  have  named,  at  that  time? 

A.    Yes. 

Q.  Now,  who  was  it  at  Convair  that  placed  the 
purchase  order  for  the  purchase  of  the  five  vane 
type  pots,  according  to  the  purchase  order  dated 
January  31,  1947,  Plaintiff's  Exhil)it  10-A? 

A.    I  don't  know.  It  may  show  on  there. 
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Q.  Was  this  purchase  order  mailed  to  you"?  Is 
that  correct? 

A.  Yes.  Mr.  Miller  seems  to  have  been  the  one 
who  [202]  signed  the  order. 

Q.  Did  you  have  any  discussion  with  Mr.  Mer- 
rill concerning  this  purchase  order? 

A.  He  telephoned  me  regarding  the  order  prior 
to  mailing  it  to  me. 

Q.  And  what  did  he  say  he  wanted?  Would  it 
help  you  to  refer  to  this? 

A.     Possibly  so. 

(The  document  was  handed  to  the  witness.) 

A.  I  believe  he  indicated  that  he  wanted  a  vane 
potentiometer  with  2,000  ohm  resistance,  and  .05 
degree  accuracy. 

Q.  Is  that  all  he  said,  to  the  best  of  your  recol- 
lection ? 

A.  I  believe  he  mentioned  the  terms  of  sale,  as  I 
discussed  yesterday,  the  discount,  and  other  matters. 

Q.  Did  he  refer  to  the  instrument  shown  as 
Plaintiff's  Exhibit  9  during  that  conversation? 

A.     I  don't  recall. 

Q.     Did  Mr.  Wagner,  or  any  other  official  of  Con- 
vair,   tell   you   that   the   five   vane   type   potentio-^ 
meters  should  be  substantially  the  same  as  Plain-J 
tiff's  Exhibit  9? 

A.  I  believe  they  felt  that  the  principles  shown] 
in  that  sample  were  basically  sou.nd,  and  that  the] 
instruments  they  were  purchasing  should  be  similar] 
to  that.  [203] 

Q.     So  the  only  change  that  they  wanted,  so  far  I 
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as  you  know,  was  the  2,000  ohm  resistance,  and  the 

accuracy  of  .05  of  a  degree;  is  that  correct? 

A.     I  don't  think  it  is  necessarily  correct. 

Q.  What  was  the  total  resistance  and  accuracy 
of  Plaintiff's  Exhibit  9,  if  you  recall? 

A.     I  don't  know. 

Q.  Well,  can  you  examine  Plaintiff's  Exhibit  8 
and  Plaintiff's  Exhibit  9,  and  point  out  any  other 
differences  in  structure  between  those  two  instru- 
ments ? 

A.  There  is  a  difference  in  the  travel,  a  differ- 
ence in  the  arm,  and  in  the  counter-balance,  in  the 
sto]:>s,  in  the  contact  spring,  and,  of  course,  as  I 
already  mentioned,  the  instruments  delivered  did 
not  have  a  Incite  lid.  The  size  is  different  in  all — 
no,  in  two  directions.  The  moimting  is  different. 
Those  appear  to  be  the  main  differences  that  I  can 
see. 

Q.  And  the  instrument  which  you  delivered  to 
Convair,  which  was  similar  to  Exhibit  8,  was  man- 
ufactured by  Instrument  Development;  is  that  cor- 
rect? 

A.     They  made  the  parts  for  that  instrument,  yes. 

Q.     And  you  assembled  it;  is  that  correct? 

A.     Yes,  I  did  part  of  the  assembly  work. 

Q.  At  the  time  you  sold  the  instrument  to  Con- 
vair, in  line  with  the  purchase  or  January  31,  1947, 
had  you  published  [204]  a  catalogue  for  the  Bourns 
instruments  ? 

A.     Not  as  far  as  I  can  recall. 

Q.    Had  you  assigned  a  model  number  to  that 


224  Edcliff  Instruments,  et  al.,  vs. 

(Testimony  of  Marian  E.  Bourns.) 

particular  instrument  that  you  sold  to  them  at  that 

time? 

A.  No,  I  think  that  was  one  of  the  problems,  in 
fact,  that  there  wasn't  any  very  good  way  of  iden- 
tifying the  thing. 

Q.  Well,  is  Plaintiff's  Exhibit  8  the  same  as 
your  Model  201  potentiometer? 

A.    Which  one  is  8,  now,  and  which  is  9? 

Q.  8  is  the  one  that  is  similar  to  the  one  that 
you  delivered  to  Convair,  I  believe. 

A.    Yes,  that  is  similar  to  our  201. 

Q.  And  subsequently  the  Model  201  was  adver- 
tised in  your  catalogue;  is  that  correct? 

A.    Yes. 

Q.  I  show  you  now,  Mr.  Bourns,  what  purport 
to  be  four  photostatic  copies  of  order  Nos.  1151 
and  1194,  respectively,  which  were  taken  from  the 
files  of  Instrument  Development  Company,  and  ask 
you  if  you  recognize  either  of  those  documents? 

A.  Yes,  these  appear  to  be  copies  of  documents 
which  were  in  the  Instrument  Development  file. 

Mr.  Pruitt:  I  would  like  to  have  those  marked 
as  Defendants'  A,  for  identification.  [205] 

(The   dociunents   referred   to   were   marked 
Defendants'  Exhibit  A,  for  identification.) 

Q.  By  Mr.  Pruitt:  Do  those  documents  refer 
to  the  potentiometers  that  were  sold  to  Convair 
pursuant  to  the  purchase  order  which  is  Plaintiff's 
Exhibit  10-A? 

A.     Could  I  see  them  again,  please? 

(The  documents  were  handed  to  the  witness.) 
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A.  Tlie  order  No.  1194  is  ai)p]ica])Ie  to  the  five 
potentiometers  you  mentioned. 

Q.  And  the  order  marked  1151  relates  to  Plain- 
tiff's Exhibit  9;  is  that  correct? 

A.     Yes,  that  is  right. 

Q.  All  right,  thank  you.  Now,  at  the  time  you 
talked  to  Mr.  Wagner  concerning  the  purchase  by 
Convair  of  the  five  vane  type  potentiometers,  did 
you  discuss  v^ith  Mr.  Wagner  the  sale  to  Convair 
of  certain  linear  motion  i)otentiometers? 

A.     Could  I  have  that  repeated,  please? 

Q.     Read  the  question. 

(The  question  v^as  read.) 

A.  I  believe  I  indicated  that  I  was  making 
experimental  models  of  linear  motion  potentiomet- 
ers, and  may  have  shown  such  a  model  to  him  at 
some  time  close  to  that. 

Q.  Now,  the  first  linear  motion  potentiometer 
you  made  is  Plaintiff's  Exhibit  6;  is  that  correct? 

A.    Yes. 

Q.  And  would  that  have  been  the  one  you 
showed  to  Mr.  Wagner  at  that  time? 

A.  Yes,  shortly  after  it  was  completed,  I  did 
show  it  to  him. 

Q.    And  when  was  that  completed? 

A.  In  the  latter  part  of  December,  or  early  part 
of  January,  of  1946  or  1947,  respectively. 

Q.  So  it  was  approximately  at  the  same  time 
you  were  discussing  with  Mr.  Wagner  the  sale  of 
the  vane  type  potentiometers;  is  that  correct?  You 
got  your  No.  2  vane  type  instruments  at  or  about 
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the  time  you  got  your  first  linear  motion  potentio- 
meter, did  you  not, A.     Yes. 

Q.     about  December  or  early  January? 

A.  I  believe  that  was  close  to  about  the  same 
time,  that's  right. 

Q.  Now,  Plaintiff's  Exhibit  4  shows  a  linear 
motion  potentiometer  utilizing  a  square  shaft,  does 
it  not?  A.    Yes. 

Q.  And  that  was  manufactured  by  D.  B.  Milli- 
kan  Company?  A.    Yes. 

Q.  Was  this  a  prototype  model  manufactured  by 
them  ?  A.    Yes. 

Q.    And  when  was  that  manufactured?  [207] 

A.     In  the  first  part  of  1947. 

Q.  Subsequently  you  ordered  a  quantity  of  lin- 
ear motion  potentiometers  to  be  manufactured  by 
D.  B.  Millikan  Company,  did  you  not? 

A.    Yes,  I  ordered  the  parts  for  those  units. 

Q.    And  did  you  assemble  the  units? 

A.  I  helped  with  the  assembly,  and  also  the 
machining. 

Q.     At  D.  B.  Millikan  Company? 

A.     There,  and  I  believe  at  home  also. 

Q.  When  did  you  go  to  the  D.  B.  Millikan  Com- 
pany for  the  purpose  of  discussing  the  manufacture 
of  the  prototype.  Plaintiff's  Exhibit  4? 

A.    I  don't  recall  the  date. 

Q.  To  whom  did  you  speak  at  the  D.  B.  Millikan 
Company?  A.     To  Frank  Gobel. 

Q.    Was  anyone  else  present  at  the  time? 
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A.  I  believe  Mr.  Millikan  and  Kd  Pitzer  were 
present. 

Q.  And  did  you  hav(;  with  you  at  that  time 
Plaintiff's  Exhibit  61 

A.    Yes,  I  believe  so. 

Q.  Did  you  have  any  drawings  or  sketches  of 
a  potentiometer  which  you  had  in  mind  for  D.  B. 
Millikan  to  make  at  that  time? 

A.  I  don't  recall  what  drawings  were  taken 
there.  [208] 

Q.  Do  you  recall  that  some  drawings  were  taken 
at  that  time? 

A.     I  don't  recall  whether  they  were  or  not. 

Q.  It  is  ioossi])le  that  all  you  had  was  this  in- 
strument, Plaintiff's  Exhibit  6,  is  that  correct? 

A.     That  is  possible. 

Q.  At  that  time  was  there  a  discussion  conceiTi- 
ing  the  possible  changes  that  would  be  made  in 
the  prototype  manufactured  by  D.  B.  Millikan 
from  the  instrument  identified  as  Plaintiff's  Ex- 
hibit 6? 

A.  Yes,  sir,  I  think  we  discussed  the  various 
changes  that  we  could  make. 

Q.  The  D.  B.  Millikan  Company  was  a  machine 
shop  subcontractor  business,  was  it  not? 

A.  I  guess  they  did  that  partly.  I  think  their 
main  product  was  lawn  furniture. 

Q.  And  is  it  a  fact  that  Mr.  Gobels  suggested 
to  you  that  the  utilization  of  a  square  shaft  at  the 
base  of  an  instrument  and  a  bottom  plate  would 
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considerably  facilitate  the  provision  of  the  groove 

in  the  base  ? 

A.  I  believe  he  felt  that  a  square  shaft  would 
facilitate  machining  of  that  particular  groove. 

Q.  Did  he  state  the  reasons  for  that  at  that 
time? 

A.  I  think  it  is  just  a  matter  of  machining  pref- 
erence, whether  it  is  easier  to  machine  a  square 
slot  or  a  [209]  round  hole  as  was  done  previously. 
In  fact,  I  think  I  mentioned  to  him  that  consid- 
erable difficulty  was  encountered  in  boring  the  hole 
in  the  other  model  as  accurately  as  was  desired. 

O.  In  other  words,  mth  the  round  shaft  and 
round  bore  the  hole  has  to  be  bored  and  reamed 
very  accurately  or  otherwise  you  will  not  get  an 
accurate  movement  of  the  shaft,  is  that  correct? 

A.  In  both  embodiments  the  workmanship  has 
to  be  very  accurate. 

Q.  Mr.  Gobels'  point  was  that  you  could  ^q\  the 
accuracy  easier  and  cheaper  by  providing  a  square 
slot  and  the  bottom  of  a  piece  of  metal  than  you 
could  by  boring  a  hole  in  a  case  like  this,  is  that 
correct  % 

A.  I  think  he  felt  that  construction  might  sim- 
plify the  machining. 

Q.  The  instruments  subsequently  manufactured 
by  D.  B.  Millikan  were  somewhat  larger  than  this 
prototype,  were  they  not?  A.     Yes. 

Q.  Do  you  remember  what  size  they  were?  Six 
inches  or  so? 

A.     Eight  inches  long,  I  would  say. 
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Q.  When  were  those  instruments  delivered  to 
you? 

A.  The  parts  for  the  instruments  were  delivered 
to  [210]  me,  and  the  instruments  finally  delivered 
to  Convair  the  first  part  of  April,  I  believe,  Aj^ril 
10  of  1947. 

Q.  Did  you  assign  a  model  number  to  that  par- 
ticular instrument?  A.    I  may  have. 

Q.    You  don't  recall  at  the  present  time? 

A.  I  don't  recall  whether  one  was  assigned  at 
that  time. 

Q.  Did  you  ever  manufacture  any  more  of  that 
style  with  the  square  shaft  and  the  base? 

A.  A¥e  considered  making  units  of  that  tyj)e 
se^'eral  years  later. 

Q.    Did  you  actually  make  any? 

A.  I  l)e]ieve  we  did  not.  We  checked  into  the 
procurement  of  suitable  broaches  and  broaching 
equipment  to  make  bushings  with  square  holes,  and 
found  that  the  cost  of  the  broach  appeared  to  be 
excessive  and  did  not  proceed  with  it  further. 

Q.  As  far  as  you  can  recall  at  the  present  time, 
the  prototype,  that  is  Plaintiff's  Exhibit  6,  and  the 
40  instruments  that  you  purchased  from  D.  B.  Mil- 
likan,  which  were — I  am  sorry,  it  is  Plaintiff's 
Exhibit  4,  and  the  40  instruments  which  you  say 
were  about  eight  inches  longer,  were  the  only  in- 
struments that  you  ever  manufactured  using  the 
square  shaft  protruding  from  the  end  of  the  case, 
is  [211]  that  correct?  A.     No,  sir. 

Q.    What  others  were  manufactured? 
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A.  Another  unit  was  manufactured  by  the  Mil- 
likan  Company. 

Q.    When  was  that? 

A.  Very  close  to  the  same  time  as  the  one  which 
you  have  here. 

Q.  How  many  instruments  were  involved  in  that 
purchase?  A.     One  piece. 

Q.     One  unit?  A.    Yes. 

Q.  Were  there  any  other  utilizing  the  square 
shaft?  A.     Not  as  far  as  I  can  recall. 

Q.  When  was  that  one  unit  purchased?  You  say 
it  was  in  1947  sometime? 

A.  I  believe  the  parts  were  purchased  in  the 
first  part  of  1947. 

Q.  You  testified  that  there  were  several,  what 
you  referred  to  as  shaft  post  contact  relationship 
which  were  considered  by  you,  one  being  the  square 
shaft,  one  being  a  round  shaft,  one  being  a  side  lug, 
and  one  being  a  shaft  that  protruded  from  the  end 
and  was  free  to  rotate  with  respect  to  the  contact 
carrying  device ;  is  that  correct  ?  A.     Yes.  [212] 

Q.  Can  you  testify  with  respect  to  each  one  of 
those  types  the  date,  approximately,  when  you  man- 
ufactured an  instrument  embodying  that  principle? 

A.  The  date  of  the  nonrotating  round  shaft 
would  be  that  of  the  manufacture  of  the  model 
which  is  now  in  the  record;  the  square  shaft  date 
of  initial  manufacture  is  the  date  of  either  the  one 
which  is  in  evidence  or  the  other  prototype  model 
which  I  mentioned. 

Q.     Can   you   give   us   the   dates   on   those,   Mr. 
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Bourns,  to  the  best  of  your  ability?  Let's  take  the 
square  shaft  first,  that  was  sometime  im  January 
of  1947,  was  it  not? 

A.     Yes,  I  believe  so. 

Q.  The  x>i'ototype.  Plaintiff's  Exhibit  6,  was 
sometime  in  December  1946  or  January  1947? 

A.    Yes,  that  is  correct. 

Q.  When  was  the  first  production  model  of  an 
instrument  embodying  that  shaft  principle  manu- 
factured by  you? 

A.  That  date  would  be  applicable  to  the  next 
linear  motion  instruments  which  we  produced  after 
the  40  that  were  purchased  by  Convair,  and  I  don't 
recall  when  that  was. 

Q.     Were  those  produced  by  you? 

A.  I  think  part  of  the  machining  was  probably 
doiio  in  our  garage  on  that  group,  yes. 

Q.  Was  that  the  model  that  became  designated 
as  your  102  model?  [213]  A.     Yes. 

Q.    And  that  utilizes  a  round  shaft,  does  it  not? 

A.    Yes. 

Q.  Now,  the  shaft  principle  wherein  the  shaft 
is  free  to  rotate  with  respect  to  the  contact  plate 
as  shown  on  Plaintiff's  Exhibit  11,  now,  when  was 
that  particular  instrument  model  110  manufactured 
by  you,  do  you  know? 

A.  Are  you  referring  now  to  the  model  or  that 
exact  unit? 

Q.    This  exact  instriunent. 

A.  I  think  that  exact  instrument  is  a  relatively 
recent  unit. 
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Q.     1954?  A.     '54  or  '53,  yes. 

Q.  What  model  as  shown  in  your  catalog  was 
the  first  model  you  produced  in  which  this  shaft 
principle  was  utilized? 

Mr.  Lewis  E.  Lyon :  What  catalog  are  you  speak- 
ing about? 

Mr.  Pruitt:  Any  catalog.  I  want  the  model  num- 
ber that  Mr.  Bourns  has  assigned  to  the  first  in- 
strument which  he  sold  which  embodied  the  shaft 
principle  shown  in  Plaintiff's  Exhibit  11. 

The  Witness:  No  direct  correlation  was  made 
with  model  number  with  respect  to  the  rotation  or 
nonrotation  of  the  shaft. 

Q.  By  Mr.  Pruitt:  Well,  do  you  remember  what 
model  [214]  was  the  first  model  that  you  sold  which 
employed  that  shaft  principle  shown  by  Plaintiff's 
Exhibit  11? 

A.     Probably  a  model  108  or  109. 

Q.  And  when  was  the  first  sale  of  either  of 
those  instruments  by  you? 

A.  Are  you  referring  to  the  model  now,  or  to 
that 

Q.     The  model  108  or  109. 

A.  I  can't  give  a  very  accurate  date  at  this 
time. 

Q.  Can  you  state  the  year  in  which  it  was  sold, 
according  to  the  best  of  your  recollection? 

A.  Not  with  much  accuracy.  I  know  it  was  be- 
fore 1950,  inasmuch  as  we  made  them  in  Pasadena. 

Q.    You  mean  it  was  prior  to  January  1,  1950? 
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A.  Specifically  prior  to  September  1,  1950,  since 
that  is  the  time  we  moved  to  Riverside. 

Q.  Now,  the  other  shaft  i)rincii)le  was  the  side 
lug  which  was  attached  to  the  contact  carrier;  what 
model  of  yours  was  the  first  to  employ  that  prin- 
ciple ? 

A.     The  model  114  was  one  of  the  first. 

Q.    When  was  that  model  first  sold? 

A.  Again,  I  can't  give  a  very  accurate  answer. 
I  ])elieve  it  would  have  been  in  1949. 

Q,  Do  you  have  any  records  available  which 
would  establish  the  date  of  first  sale  of  the  model 
114  potentiometer'?  [215] 

A.    I  think  we  may  have. 

Q.    Do  you  have  those  here? 

A.     I  don't  believe  so. 

The  Court:  You  search  for  them.  If  you  find 
them,  bring  them  in  tomorrow. 

Q.  By  Mr.  Pruitt:  Mr.  Bourns,  you  mentioned 
in  your  testimony  that  current  requirements  made 
certain  accuracies,  specifications  for  your  instiTi- 
ments  in  various  ways;  are  you  referring  to  re- 
quirements that  are  made  by  your  customers? 

A.  Many  of  our  customers  nowadays  have 
lengthy  written  specifications. 

Q.  And  those  specifications  set  forth  such  things 
as  the  range,  do  they?  A.    Yes. 

Q.     The  resistance?  A.    Yes. 

Q.     The  sensitivity? 

A.     That  particular  term  is  not  generally  used. 

Q.    The  resolution? 
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A.     Sometimes. 

Q.     The  linearity?  A.    Yes. 

Q.  The  dimensions  of  the  case  of  the  instru- 
ment! A.     Generally  not. 

Q.  Are  there  any  specifications  concerning  the 
size  [216]  of  the  instrument? 

A.  Sometimes  there  are  maximums.  At  other 
times  the  dimensions  are  discussed  between  our  en- 
gineers and  the  customer's  engineers  to  determine 
generally  what  the  smallest  satisfactory  instrument 
that  we  can  make  would  be. 

Q.  Are  there  any  specifications  that  you  get  that 
specify  that  the  outside  configuration  of  the  instru- 
ment has  to  be  in  accordance  with  certain  drawings 
that  are  enclosed  with  the  specifications? 

A.  Some  companies  have  the  policy  of  showing 
instruments  manufactured  by  a  vender  on  their  own 
drawings,  in  the  interest  of  facilitating  their  pur- 
chasing procedure,  so  we  frequently  receive  draw- 
ing of  our  own  instruments,  these  drawings  hav- 
ing been  copied  from  our  own  outline  drawings. 

Q.  Do  you  receive  any,  or  have  you  ever  re- 
ceived any  specifications  which  required  that  the 
outside  configuration  of  an  instrument  should  be  in 
accordance  with  a  drawing  which  was  not  a  draw- 
ing of  one  of  your  instruments? 

The  Court:  I  don't  know  whether  he  under- 
stands that. 

Mr.  Pruitt:    Do  you  understand  the  question? 

The  Witness:     Not  too  well. 

The  Court:     A  drawing  that  wasn't  a  drawing? 
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Do  yon  mean  prepared  by  som('l)ody  else? 

Mr.  Pruitt:  He  testified,  yonr  Honor,  as  I  un- 
derstood him,  that  he  sometimes  got  drawings  with 
specifications  which  [217]  were  drawings  of  his 
own  instruments,  and  I  am  asking  him  whether  he 
got  specifications  which  enclosed  drawings  of  an 
instrument  which  was  not  of  his  own  design. 

The  Court:     That  is  different. 

Q.  By  Mr.  Pruitt :  Do  you  understand  the  ques- 
tion, Mr.  Bourns'?  A.     I  believe  so. 

We  sometimes  receive  outline  drawings  that  show 
onutside  configurations  that  are  not  peculiar  to  our 
own  instrument. 

The  Court:  In  other  words,  in  this  business  of 
manufacturing  an  instrument  of  high  precision 
sometimes  a  man  gives  you  an  outline  and  says,  ''I 
w^ant  an  instrument  that  will  conform  to  this  and 
achieve  this"? 

The  Witness:  Yee,  that  is  exactly  correct.  Be- 
cause frequently 

The  Court:  That  is  why  you  are  in  the  preci- 
sion business? 

The  Witness:    Right. 

The  Court:  You  are  not  a  tool  caster  and  make 
castings  for  heavy  tools,  and  things  like  that? 

The  Witness:    No. 

The  Court :    Your  work  is  related  to  precision  ? 

The  Witness:     Right. 

The  Court:    All  right. 

Q.  By  Mr.  Pruitt:  I  call  your  attention,  Mr. 
Bourns,  to  Plaintiff's  Exhibit  3,   plates  5   and   6, 
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which  purport  to  show  a  Bourns  model  118  in 
plate  5  and  Edcliff  model  D  in  plate  6,  and  ask 
you  if  that  is  not  an  instrmnent  the  outside  con- 
figurations of  which  were  dictated  by  the  customer 
for  those  instruments,  is  that  correct? 

A.  In  this  particular  instance  our  sales  engineer 
Ed  Goeppinger  contacted  Douglas  engineers,  Doug- 
las had  previously  purchased  our  model  108  and 
model  111-131  in  extensive  numbers,  and  had  indi- 
cated failure  of  the  111  because  of  misalignment  of 
the  shaft,  wherein  although  we  used  a  very  large 
diameter  hardened  shaft  the  shaft  was  actually 
made  to  bend,  they  thereupon  purchased  the  114, 
which  is  a  side  shaft  unit,  as  I  mentioned,  in  an 
effort  to  solve  this  alignment  problem.  It  thereupon 
became  evident  that  they  required  travels  and  other 
features  which  were  not  incorporated  in  the  114, 
And,  furthermore,  we  strenuously  objected  to  selling 
the  model  114,  because  of  the  open  slot  in  the  side. 
We  had  encountered  a  great  deal  of  difficulty  with 
binding  of  the  parts  from  foreign  material,  and 
mth  electrical  failures  resulting  from  foreign  mat- 
ter getting  on  the  contacts  and  elements.  Hence  our 
engineer,  Mr.  Goeppinger,  went  to  the  Douglas 
plant  to  discuss  an  instrument 

Q.  Confine  your  testimony  to  what  you  know  of 
your  o^vn  knowledge,  Mr.  Bourns. 

Mr.  Lewis  E.  Lyon :    I  think  he  is.  [219] 

The  Court:  You  asked  for  an  explanation  how 
it  came  about. 

Mr.  Pruitt:    Your  Honor,  the  question  was,  were    | 


Marian  E.  Bourtis  237 

(Testimony  of  Marian  E.  Bourns.) 
the  plates  that  were  demonstrated  to  the  witness  an 
instrument  the  outside  configuration  of  which  was 
dictated  by  a  customer  of  Mr.  Bourns. 

The  Court:  It  isn't  a  question  that  can  be  an- 
swered yes  or  no.  He  has  the  right  to  explain  it.  If 
not,  I  will  sustain  the  objection  to  the  question  and 
strike  it  all  out.  He  can't  answer  it  yes  or  no,  and 
it  wouldn't  be  revealing.  He  is  trying  to  explain  to 
you  how  it  came  about.  He  has  a  right  to.  You  are 
not  dealing  with  a  laborer;  you  are  dealing  with  a 
scientist,  an  expert. 

The  Witness:  Mr.  Goeppinger  discussed  these 
matters  with  the  Douglas  engineers  and  made 
sketches  showing  the  space  limitations  in  the  missile 
and  described  to  me  the  fact  that  the  skin  of  the 
missile  fit.  in  this  general  area,  which  necessitated 
tlie  removal  of  corners  of  the  instrument  to  clear 
tlio  skin  of  the  missile.  He  also  learned  that  an 
object  was  in  this  central  area.  And,  further,  Mr. 
Goeppinger,  together  with  their  engineers,  deter- 
mined that  a  mounting  by  means  of  elongated  slots, 
which  would  permit  adjustment  of  the  instrument, 
would  be  most  desirable  for  Douglas'  application 
and  for  our  manufacture. 

On  the  ])asis  of  those  sketches  this  instrument 
was  [219-A]  produced,  and  was  subsequently  shown 
on  Douglas'  drawings. 

Q.  By  Mr.  Pruitt:  Just  so  that  I  miderstand 
you,  Mr.  Bourns,  did  you  say  that  Mr.  Goeppinger 
or  yourself  made  sketches  shomng  that  external 
configuration  of  that  instrument? 


238  Edcliff  Instruments,  et  dl.,  vs. 

(Testimony  of  Marian  E.  Bourns.) 

A.  He  made  sketches  showing  the  space  limita- 
tions in  the  Douglas  application. 

Q.  What  space  limitations  did  he  show  on  that? 
The  length  of  the  mounting  area,  for  one  thing? 

A.  Generally  the  length,  and  particularly  the 
fact  that  these  corners  had  to  be  cut  off,  and  that 
this  central  area  had  to  remain  clear,  and  that 
mountings  should  be  provided  in  this  particular 
area. 

Q.  And  subsequently  when  Douglas  specifications 
were  issued  they  enclosed  drawings  which  required 
this  exact  envelope  configuration,  is  that  correct? 

A.  No,  sir;  they  were  simply  maximum  dimen- 
sions. 

Q.  Was  the  silhouette  the  same  in  accordance 
with  the  drawings  enclosed  by  Douglas? 

A.     It  was  generally  similar. 

Q.  The  instruments  which  are  shown  in  the 
drawings  marked  Plaintiff's  Exhibit  20  is  the  same 
instrument  which  is  illustrated  in  Plaintiff's  Ex- 
hibit 3,  plate  6,  is  it  not? 

A.    Yes,  it  was  intended  that  those  drawings  be| 
representative  of  this  instrument.   [220] 

Q.     Mr.  Bourns,  during  1947  I  believe  you  testi-j 
fied  you  sold  40  linear  motion  potentiometers  to 
Convair,  and  later  supplied  one  further  linear  mo-j 
tion  potentiometer  to  Convair ;  is  that  correct  ? 

A.     No. 

Q.    Would  you  mind  correcting  me  in  what  re-] 
spects  I  am  wrong  on  that? 
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A.  I  don't  recall  the  sale  of  one  additional  unit, 
that  you  mentioned. 

Q.  Oh,  I  understood  you  to  say  you  had  an  ad- 
ditional unit  manufactured  by  D.  B.  Millikan.  Was 
that  not  sold? 

A.  They  did  make  an  additional  unit.  However, 
that  was  prior  to  the  manufacture  of  the  40  pieces, 
and  was  a  prototype  instrument. 

Q.  Is  that  the  same  one  that  is  Plaintiff's  Ex- 
hibit 4? 

A.  That  was  one,  and  there  is  another  one  very 
similar  to  that. 

Q.     There  was  another  prototype;  is  that  correct? 

A.     Yes,  there  was. 

Q.  And  was  that  made  before  or  after  Plain- 
tiff's Exhibit  4? 

A.  I  think  it  was  afterward,  but  I  am  not  posi- 
tive which  of  the  two  prototypes  was  made  first. 

Q.  Was  it  perhaps  an  instrument  which  wa5? 
the  same  size  as  the  40  which  you  subsequent!}^ 
ordered?  [221]  A.     No,  it  was  not. 

Q.     Was  it  the  same  size  as  Plaintiff's  Exhibit  4? 

A.     A  little  longer,  I  believe. 

Q.     Do  you  have  that  available?  A.    Yes. 

Q.    Do  you  have  that  here?  A.     Yes. 

Q.    May  I  see  it?  A.    Yes. 

(The   witness   produced   the   instrument   re- 
ferred to.) 

Q.  Now,  you  have  handed  me  an  instrument 
which  appears  to  be  substantially  the  same  as  Plain- 
tiff's Exhibit  4,   and   ask  you   if  that   instrument 


240  Edcliff  Instruments,  et  al.,  vs. 

(Testimony  of  Marian  E.  Bourns.) 

was  manufactured  at  the  same  time  as  Plaintiff's 

Exhibit  4? 

A.  Not  at  the  exact  same  time,  but  approxi- 
mately, I  believe. 

Q.  Does  it  reiDresent  an  improvement  on  Plain- 
tiff's Exhibit  4? 

A.  I  think  the  main  difference  between  the  two 
instruments  is  that  Exhibit  4  has  a  pivoted  mount- 
ing and  utilizes  Bakelite  material,  such  as  is  used 
in  a  production  instrument,  whereas  the  other  in- 
strument I  have  in  my  hand  used  a  Incite  lid  for 
demonstration  purposes,  and  it  does  not  have  a 
pivoted  mounting,  and  instead  has  four  tapped  holes 
in  the  bottom. 

The  Court:  That  would  not  be  practical,  and  the 
Incite  [222]  would  not  stand  the  pressure? 

The  Witness :    No,  sir. 

Q.  By  Mr.  Pruitt :  In  other  words,  it  is  similar 
to  Exhibit  6,  with  the  plastic  tap  that  you  used  for 
demonstration  purposes?  A.     Yes. 

Mr.  .Pruitt :  I  will  return  that  to  you,  unless  Mr. 
Lyon  wants  it  marked. 

Mr.  Lewis  E.  Lyon:  I  think  since  it  was  pro- 
duced and  has  been  referred  to  by  the  witness,  it 
should  be  marked  for  identification. 

The  Court:    All  right. 

Mr.  Lewis  E.  Lyon:    It  can  be  marked  4-A. 

The  Court:  Yes,  4-A,  so  long  as  it  relates  to  the 
other. 

The  Clerk:  Is  this  being  offered,  or  merely 
marked  for  identification? 
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Mr.  Lewis  E.  Lyon :  I  think  in  order  to  complete 
the  record  it  should  be  offered. 

The  Court :    You  offer  it  ? 

Mr.  Lewis  E.  Lyon :    I  offer  it  as  Exhibit  4-A. 

The  Court:  All  right.  Since  you  are  going  to  give 
it  the  number  4-A,  it  should  be  offered  by  the  plain- 
tiff. Tt  may  be  received.  [223] 

*    ^^    *    *    * 

Q.  By  Mr.  Pruitt:  Mr.  Bourns,  yesterday  I 
asked  you  if  you  would  be  kind  enough  to  check 
your  records  to  determine  the  date  of  the  first  sale 
of  your  model  114.  Did  you  have  an  opportunity  to 
do  that? 

A.     I  believe  one  of  our  employees  did  that. 

The  Court:    Do  you  have  it  here  today? 

The  Witness:    Yes,  I  believe  it  is  here. 

Mr.  Lewis  E.  Lyon :  I  have  had  handed  to  me,  your 
Honor,  what  is  purported  to  be  the  first  invoice, 
that  I  will  be  glad  to  show  counsel,  showing  a  ship- 
ment on  July  15,  1950  to  North  American  Aviation 
Company.  If  you  can  read  the  address,  you  are  a 
better  man  than  I  am.  It  looks  like  827  North 
Douglas  Street,  El  Segundo,  California. 

Four  each  Bourns  linear  motion  potentiometers, 
model  114-lA,  2  inch  travel.  I  guess  that  is  sup- 
posed to  be  2,000,  but  all  that  is  legible  is  200. 
Serial  numbers  311,304,301  and  318.  This  is  stated 
to  me  to  be  the  first  invoice  for  the  first  shipment 
of  the  114  type  of  potentiometers.  [246] 

Q.  By  Mr.  Pruitt:  Mr.  Bourns,  I  will  show  you 
the  invoice  which  Mr.  Lyon  just  described,  and  ask 
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you  if  that  does  represent  the  first  sale  of  the  Model 
114  potentiometer  manufactured  by  you. 

A.  I  instructed  the  accounting  department  to 
produce  the  first  one,  and  this  is  the  one  that  they 
produced. 

Q.  Now,  I  also  asked  you  to  check  your  records 
on  the  first  sale  of  the  102  model.  Would  that  be 
in  this  same  book? 

A.    I  don't  believe  it  would  be.  j 

Mr.  Lewis  E.  Lyon:  If  that  question  was  asked, 
I  missed  it.  They  tell  me  they  haven't  checked  it. 
Maybe  they  can  find  it  here  now.  I  will  ask  that 
an  effort  be  made  to  find  it.  It  is  in  the  courtroom. 

Q.  By  Mr.  Pruitt:  Now,  Mr.  Bourns,  you  also 
manufacture,  do  you  not,  a  model  118  potentiom- 
eter? A.    Yes. 

Q.  And  that  is  one  of  the  devices  illustrated  in 
Exhibit  3,  which  was  introduced  by  your  counsel; 
is  that  not  correct?  A.    Yes,  sir. 

Q.  Now,  on  or  about  what  date  was  the  model 
118  potentiometer  first  sold  by  you? 

Mr.  Lewis  E.  Lyon:  Would  it  help  you  in  any 
of  these  questions,  Mr.  Bourns,  to  have  these  plates 
in  front  of  you? 

The  Witness:  No,  I  am  familiar  with  the  model, 
but  I  am  not  sure  how  accurately  I  can  recall  the 
date.  1- 

Q.  By  Mr.  Pruitt:  Do  you  know  whether  you 
have  records  in  the  courtroom  which  would  indicate 
that  date,  Mr.  Bourns? 
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A.  I  don't  know  whether  they  are  in  the  court- 
room. We  do  have  tlie  records. 

Mr.  Pruitt:  If  counsel  will  undertake;  to  get 
those  dates  on  mod(;]s  118  and  102,  I  can  go  to  other 
questions,  and  I  would  appreciate  it. 

Mr.  Lewis  E.  Lyon:  If  the  material  is  in  the 
courtroom,  we  will  supply  it,  but  I  do  not  know 
that  we  have  all  the  invoices  in  the  courtroom.  I 
don't  believe  that  we  have. 

That  is  102  you  are  asking  for? 

Mr.  Pruitt:    102  and  118. 

Q.  By  Mr.  Pruitt:  Well,  model  118  was  the 
device  which  we  discussed  yesterday  concerning  the 
Douglas  specifications,  was  it  not? 

A.     Yes,  we  discussed  that  yesterday. 

Q.  And  that  Mr.  Goeppingcr  went  out  to  discuss 
with  Douglas  engineers  the  configuration  of  that 
model  ?  A.    Yes. 

Q.  In  that  connection,  do  you  know  when  Mr. 
Goeppinger  w^nt  out  to  Douglas  to  discuss  the  con- 
figuration of  that  model? 

A.  No,  I  don't,  but  I  believe  I  could  find  that 
out. 

Q.  Do  you  know  what  year  it  was  in?  Sometime 
in  1951,  [248]  was  it  not? 

A.     It  probably  was. 

Q.  Do  you  know  what  Douglas  engineers  dis- 
cussed that  matter  with  Mr.  Goeppinger? 

A.  I  believe  it  was  Rex  Cruze.  And  I  can  also 
determine  that  more  accurately. 
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Q.  Do  you  know  what  department  Mr.  Cruze  is 
in  at  Douglas  Aircraft!  A.     Engineering. 

Q.  Do  you  have  a  model  118  of  your  potentiom- 
eter here,  Mr.  Bourns  %  A.     Yes,  I  do. 

Q.     Will  you  produce  that,  please? 

A.    Yes. 

(The  instrument  was  produced  by  the  wit- 
ness.) 

Mr.  Pruitt :  Mr.  Bourns  has  produced,  at  my  re- 
quest, an  instrument  which  apparently  does  not 
bear  the  model  number,  but  which  is  otherwise 
identified  on  the  cover  thereof  as  "Bourns  linear 
motion  potentiometer  patent  No.  2515981,  other  pat- 
ents pending."  Part  No.  8002925. 

I  ask  that  be  marked  as  Defendants^  next  in 
order,  for  identification. 

The  Clerk:  Defendants'  Exhibit  D,  marked  for 
identification.  [249] 

(The  object  referred  to  was  marked  Defend- 
ants' Exhibit  D,  for  identification.) 

Q.  By  Mr.  Pruitt:  Mr.  Bourns,  do  you  know 
when  this  particular  model  was  manufactured, — 
this  particular  instrument,  I  mean*? 

A.     This  exact  instrument? 

Q.    Yes.  A.    About  a  week  ago. 

Q.  Do  you  know  if  the  part  number  which  I  re- 
ferred to  is  a  Douglas  Aircraft  Company  part 
number?  A.    Yes,  it  is. 

Mr.  Pruitt:  Do  we  have  a  screwdriver  that  will 
operate  on  this  device? 

(The  instrument  was  handed  to  counsel.) 
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Q.  By  Mr.  Pruitt:  Would  you  mind  removing 
the  cover  on  that,  Mr.  Bourns? 

A.     Not  at  all. ' 

Mr.  Pruitt:  The  witness,  at  my  request,  has  now- 
removed  the  cover  from  Defendants'  Exhibit  D,  for 
identification. 

Q.  By  Mr.  Pruitt:  Mr.  Bourns,  the  contact 
spring  arms  in  this  device  are  mounted  on  a  rec- 
tangular member,  are  they  not?  A.     Yes. 

Q.  And  that  rectangular  member  is  in  turn  car- 
ried to  [250]  two  fixed  bars  in  the  base? 

A.     It  slides  on  two  round  rods  in  the  base,  yes. 

Q.    And  do  those  rods  support  that  member? 

A.    Yes. 

Q,  And  they  also  prevent  lateral  deflection  of 
that  member,  do  they  not? 

A.  I  am  not  clear  what  you  mean  hj  lateral  de- 
:tlection. 

Q.  Well,  what  in  this  instrument  prevents  the 
contact  arms  from  moving  in  a  lateral  direction 
that  is A.     A  transverse  direction? 

Q.    a  transverse  direction,  yes. 

A.  One  of  the  two  guide  rods  prevents  the 
movement  by  engaging  a  hole  through  the  rec- 
tangular part. 

Q.  Very  well.  Now,  did  you  make  any  other  in- 
strument, other  than  the  model  118,  which  had  fixed 
rods  to  sui:»port  the  carrier  member  for  the  contact 
plate?  A.     Yes,  we  do. 

Q.  What  other  models  do  you  make  with  thr.t 
feature  ? 
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A,  116  and  117.  Those  were  requested  to  be 
brought,  and  I  requested  it  of  our  assembly  depart- 
ment, and  they  informed  me  they  did  not  have  that 
available. 

Q.  Is  it  correct  to  say  that  the  two  models  you 
have  mentioned  are  dual  and  triple  units  that  are 
otherwise  substantially  similar  to  the  118? 

A.     Yes,  sir,  that  is  correct.  [251] 

Q.  Very  well.  I  show  you  now,  Mr.  Bourns, 
Plaintiff's  Exhibit  6,  which,  as  I  recall,  is  your 
first  model  linear  motion  potentiometer,  is  it  not? 

A.    Yes,  sir. 

Q.  And  that  has  the  feature  of  a  round  shaft 
protruding  from  one  end  of  the  case? 

A.     That  is  right. 

Q.  And  that  shaft  reciprocates  in  the  case,  does 
it  not?  A.    Yes. 

Q.  That  model  has,  as  you  can  observe  through 
the  transparent  cover,  a  slot,  does  it  not,  which  is 
visible  from  the  cover?  A.     Yes,  it  does. 

Q.  And  the  member  which  carries  the  contact 
plate  reciprocates  in  that  slot,  does  it  not? 

A.    Yes. 

Q.     And  does  the  structural  relationship  between  "' 
the  member  carrying  the  contact  arms  and  the  slot 
prevent  transverse  deflection  of  the  contact  arms? 

A.     Will  you  repeat  that,  please? 

Q.  Will  you  read  the  question,  please.  Miss  Re- 
porter ? 

(The  question  was  read.) 

The  Witness:    Partially. 


Marian  E.  Bourns  247 

(Testimony  of  Marian  E.  Bourns.) 

Q.  By  Mr.  Pruitt:  And  the  structural  relation- 
ship [252]  between  those  two  members  determines 
the  limits  of  the' shaft  reciprocation,  does  it  not"? 

A.  I  am  not  sure  whether  it  does  at  both  ends. 
I  think  it  does  at  the  extended  shaft  i)osition,  and 
at  the  other  shaft  position  the  shaft  itself  may.  hit 
on  the  end  of  the  body.  I  can't  readily  determine 
which  hits  first. 

Q.  Could  you  detenniiie  that  by  removing  the 
cover?  A.     I  might. 

(The  witness  removes  the  cover.) 

On  inspection  of  the  instrument  with  the  cover 
removed,  I  find  that  that  member  does  not  stop  the 
travel  of  the  shaft  in  either  direction.  In  the  re- 
tracted position  the  shaft  is  stopped  by  the  end 
of  the  shaft  hitting  the  end  of  the  body — the  end 
of  the  hole  in  which  the  shaft  is  mounted  in  the 
body  of  the  instrument,  and  in  the  extended  direc- 
tion it  is  stopped  by  a  pin  which  is  affixed  to  the 
shaft  and  abuts  the  end  plate,  which  is  affixed  to 
the  end  of  the  body  of  the  instnmient. 

Q.  It  is  true,  is  it  not,  that  the  slot  extends 
from  the  inside  portion  of  either  end  plate,  does 
it  not?  A.    Yes,  it  does. 

Mr.  Pruitt:  Thank  you.  I  certainly  appreciate 
your  assistance,  Mr.  Lyon. 

Q.  By  Mr.  Pruitt:  Mr.  Bourns,  I  show  you 
Plaintiff's  Exhibit  5,  which  is  model  114/1,  manu- 
factured by  you,  and  ask  [253]  you  if  it  is  a  fact 
that  the  transverse  deflection  of  the  contact  arms  in 
that  instrument  is  prevented  by  the  sizing  of  the 
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member  on  which  the  contact  arms   are  mounted 

Avithin  the  body  cavity  of  that  instrument? 

A.     I  can't  follow  that  explanation.  I  am  sorry. 

Q.  Would  you  explain  in  your  own  words  what 
prevents  transverse  deflection  of  the  contact  arms 
in  Plaintiff's  Exhibit  5? 

A.     I  will  have  to  open  it  to  do  so,  I  believe. 
(The  witness  opens  the  instrument.) 

Transverse  deflection  of  the  contact  springs  is 
primarily  prevented  by  the  post  riding  within  a 
groove  which  has  been  machined  within  the  body 
of  the  instrimient. 

Q.  Would  you  say  that  the  member  which  ap- 
pears to  be  of  brownish  color  in  this  instrument, 
and  upon  which  the  contact  arms  are  mounted, 
plays  no  part  in  preventing  transverse  deflection 
of  the  contact  arms? 

A.     I  believe  I  stated  that  it  does  play 

Q.     It  does  play  a  part;  is  that  right? 

A.     a  part,  yes. 

Q.  Now,  your  model  No.  114,  as  distinguished 
from  model  114/1,  which  is  Plaintiff's  Exhibit  5, 
has  a  member  which  is  of  rectangular  or  square 
size,  does  it  not,  on  which  the  contact  arms  are 
mounted  ? 

A.     Yes,  sir,  that  is  correct.  [254] 

Q.     That  is  shown  in  plate  10  of  Plaintiff's  Ex- 
hibit 3,  is  it  not?  A.     Yes,  sir.  [255] 
***** 

Q.    During  1948,  Mr.  Bourns,  can  you  estimate 
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what  [280]  percentage  of  your  total  sales  relates  to 

the  sale  of  linear  motion  j)otentiometers  ? 

A.     In  what  way'^ 

Q.     Percentage  of  the  gross  sales  dollarwise. 

A.     No,  I  can't. 

Q.  Do  you  know  whether  or  not  it  represented 
a  majority  of  your  potentiometer  sales? 

A.  I  haven't  any  idea  without  going  through  the 
records. 

Q.  Would  your  answer  be  the  same  with  respect 
to  your  1949  sales'? 

A.     I  don't  believe  I  have  an  accurate  correlation 
as  to  dollar  volume  between  one  imit  and  another 
for  any  period  of  time. 

Q.  And  you  wouldn't  know  with  respect  to 
your  1950  sales,  either?  A.     No. 

Q.  Do  you  know  how  many — well,  tell  me  how 
many  different  models  of  vane-actuated  potentiom- 
eters were  manufactured  by  you  from  the  com- 
mencement of  your  operations  until  the  middle  of 
November,  1950. 

A.  You  said  different  models,  or  different  in- 
strimients  ? 

Q.  Different  models.  Would  it  assist  you  to  look 
at  your  catalogues  ? 

A.    No.  I  think  about  three  different  models. 

Q.  Can  you  give  the  model  numbers  of  those 
devices?  [281] 

A.    201  was  one  of  them. 

Q.    Was  204  another  one? 

A.    I  am  not  sure.  Generally,  w^e  would  proceed 
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201,  202,  203,  and  so  forth,  so  it  is  probable  that 

it  would  be  a  number  such  as  that. 

Q.  I  show  you  now  Plaintiff's  Exhibit  18,  re- 
ferring to  Bulletin  No.  21,  which  illustrates  and 
describes  a  vane  potentiometer  model  201.  That  is 
one  of  the  types  of  vane  potentiometers  you  made; 
is  that  correct? 

A.    Yes,  that  is  correct. 

Q.  Do  you  know  how  many  of  those  instruments 
you  sold  during  the   period  mentioned? 

A.     What  period  is  that? 

Q.  From  the  commencement  of  your  operation 
until  November,  1950. 

A.  Oh,  I  could  make  a  very  rough  guess,  but  it 
would  not  be  very  accurate. 

Q.  Do  you  know  how  it  would  compare  percent- 
agewise with  the  sales  of  other  types  of  instru- 
ments made  by  you  ? 

A.  Percentagewise  relative  to  quantity  or  dollar 
volume  ? 

Q.    Relative  to  dollar  volume. 

A.     Over  that  entire  period? 

Q.    Yes. 

A.     No,  I  certainly  couldn't  give  that  answer. 

Q.  Would  you  examine  Plaintiff's  Exhibit  18, 
and  tell  [282]  me  whether  or  not  it  shows  any  other 
vane  type  instruments  which  were  sold  by  you 
during  the  period  indicated? 

A.  The  one  on  the  front,  I  think,  is  the  same 
one.  I  believe  that  is  the  same  picture.  [283] 

I  believe  the  introductory  or  general  page  here, 
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which  is  the  second  i)a^e  in  the  book — well,  yes, 
right.  It  says  it  is  described  in  bulletin  21.  And 
bulletin  21  is  the  one  which  describes  the  model 
201.  So  there  are  three  pictures  of  the  201.  One  on 
the  front  cover,  which  is  substantially  identical  to 
th(^  one  in  bulletin  21,  and  one  on  the  second  page, 
which  is  a  reverse  view  of  that.  That  is  all  that  is 
shown  in  this  catalog. 

Q.  And  those  illustrations  you  referred  to  are 
substantially  the  same  as  Plaintiff's  Exhibit  8,  is 
that  correct? 

A.  They  have  a  bakelite  lid,  otherwise — the  X)ic- 
tures  show  a  picture  with  a  bakelite  lid,  and  the  lid 
has  engraving  on  it,  otherwise  it  seems  to  be  sub- 
stantially the  same. 

Q.  And  was  it  the  model  201  that  was  the  sub- 
ject of  the  sale  to  Convair  pursuant  to  the  purchase 
order  dated  January  31,  1947,  five  instruments? 

A.  I  don't  know  whether  we  had  assigned  a 
model  number  to  the  instrument  at  that  time  the 
order  was  placed  with  us. 

Q.  Was  it  the  same  instrument  as  the  one  ulti- 
mately assigned  model  No.  201? 

A.    No,  I  don't  believe  it  was  exactly  the  same. 

Q.  I  will  show  you  Defendants'  Exhibit  B,  an- 
other brochure,  and  ask  you  to  state  what  vane 
type  instruments  are  advertised  in  that  document? 

A.    Model  204  is  pictured  on  the  revei'se  cover. 

Q.  I  show  you  Defendants'  Exhibit  C  and  ask 
you  if  there  are  any  vane  type  potentiometers  ad- 
vertised in  that  document? 


252  Edcliff  Instruments,  et  al.,  vs. 

(Testimony  of  Marian  E.  Bourns.) 

A.     No,  there  are  none  shown  in  this  document. 

Q.  Do  you  now  manufacture  a  vane  type  po- 
tentiometer ? 

A.     That  is  not  currently  being  sold,  no. 

Q.  Do  you  know  whether  or  not  it  is  true  that 
you  have  sold  more  model  118  potentiometers  than 
any  other  linear  motion  potentiometer  that  is  man- 
ufactured by  you? 

A.  No,  I  don't  know  whether  that  would  be  the 
case  or  not. 

Depending  on  the  limitations  you  specified  in  the 
first  part  of  your  question — can  you  repeat  that? 
Was  that  all  other  linear  motion,  or  any  other  one 
model  of  linear  motion,  or  what? 

Q.  I  will  ask  you  whether  or  not  the  largest 
selling  model  of  linear  motion  potentiometers  was 
the  model  118? 

A.  Then  that  would  be  comparing  it  with  any 
other  one  model,  but  not  all  other  models? 

Q.    Any  other  one  model,  yes. 

A.  That  probably  is  our  largest  selling  linear 
motion  potentiometer. 

Q.  And  do  you  know  whether  the  total  dollar 
sales  of  that  model  is  greater  than  the  total  dollar 
sales  of  all  other  types  of  linear  motion  potentiom- 
eters manufactured  by  [285]  you? 

A.     No,  I  certainly  don't  know  that,  especially 

without  limitation  as  to  time.  [286] 
*  *  *  »  » 
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EDMUND  W.  PITZER 

called  as  a  witness  by  the  i)laintiff  under  Rule 
43(b)  of  the  Federal  Rules  of  Civil  Procedure, 
being  first  sworn,  was  examined  and  testified  as 
follows : 

The  Clerk:    What  is  your  name,  please? 

The  Witness:     Edmimd  W.  Pitzer. 

Mr.  Pruitt:  May  I  state  for  the  record,  your 
Honor,  that  Mr.  Pitzer  has  slight  difficulty  in  hear- 
ing, so  if  everybody  would  speak  up  it  would  be  of 
great  assistance  to  him.  [307] 

The  Court:     That  is  all  right. 

Mr.  Lewis  E.  Lyon:    I  am  glad  to  know  that. 

Direct  Examination 

Q.  By  Mr.  Lewis  E.  Lyon:  What  is  your  occu- 
pation, Mr.  Pitzer? 

A.  Manufacturer  of  electrical  instruments,  and 
su])Contractor  of  })recision  machinery. 

Q.     What  is  your  training? 

A.  I  was  graduated  from  John  Muir  Technical 
High  School,  after  which  I  worked  for  the  C.  S. 
Greenfield  Auto  Parts,  after  which  I  went  to  Kay 
&  Burbank  Company,  another  auto  parts  firm. 

Q.     In  what  capacity? 

A.    I  was  in  charge  of  the  stock  room. 

Q.  After  your  employment  by  that  company, 
what  was  your  occupation? 

A.  I  went  to  work  for  Otis  J.  Gardner  Com- 
pany, who  did  automobile  motor  reconditioning.  I 
worked  as  a  machinist. 

Q.     Doing  what  type  of  work? 
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A.  All  types  of  motor  reconditioning  work,  re- 
boring,  grinding,  pin-fitting,  turning  of  pistons, 
that  type  of  work. 

Q.     Using  what  type  of  equipment? 

A.  Boring  machines,  drill  presses,  special  grind- 
ing equipment,  lathes,  and  special  type  reamers, 
reaming  equipment.  [308] 

Q.  Did  you  take  a  general  mechanic's  course  at 
the  high  school  that  you  attended? 

A.    No. 

Q.    What  is  that?  A.    No. 

Q.    Any  machine  work  at  all  there? 

A.     Not  at  high  school. 

Q.    Where  did  you  obtain  any  machine  training? 

A.  I  worked  with  my  father  who  was  in  the  au- 
tomotive business. 

Q.  What  type  of  work  did  you  do  in  high 
school,  what  type  of  course  did  you  take? 

A.     I  took  primarily  mathematics. 

Q.  After  you  left  this  automotive  company,  what 
type  of  work  were  you  engaged  in? 

A.  I  went  to  Lawson  Time,  manufacturers  of 
electric  clocks. 

Q.    Where? 

A.     South  Fair  Oaks  in  Pasadena. 

Q.    What  did  you  do  there? 

A.  Well,  there  were  just  two  of  us,  so  we  had 
to  do  pretty  near  everything. 

Q.  All  right.  Now,  what  was  pretty  near  every- 
thing ? 
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A.  We  had  to  do  the  machine  work,  assemble, 
and  test  the  clocks.  [309] 

Q.    What  do  you  mean  by  test  clocks'? 

A.  Well,  there  was  really  not  much  to  the  test- 
ing; it  was  primarily  letting  the  clock  run  for  a 
period  of  time. 

Q.     What  did  you  mean  by  the  machine  work? 

A.    Drilling,  tapping,  lathe  operations. 

Q.     AVhat  did  you  mean  by  the  assembly? 

A.  Well,  the  various  components  had  to  be  as- 
sembled. 

The  Court:  I  presume  after  you  stamped  out 
the  various  parts  you  put  them  together,  is  that 
true? 

The  Witness:     That  is  tnie. 

Q.  By  Mr.  Lewis  E.  Lyon:  How  long  were  you 
in  that  occupation? 

A.  I  was  there  for  approximately  a  year  and  a 
half. 

Q.  All  right.  Then  where  did  you  go,  and  by 
whom  were  you  employed? 

A.    Hanglighter  Manufacturing  Company. 

Q.     I  didn't  get  the  name. 

A.     Hanglighter. 

Q.     Located  where? 

A.     On  South  Raymond. 

Q.     In  Pasadena?  A.    Right. 

Q.     In  what  business  was  that  company? 

A.     They  manufactured  piston  rings. 

Q.  And  you  were  employed  there  as  a  ma- 
chinist? [310]  A.    No,  sir. 
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Q.     In  what  capacity? 

A.     I  was  in  the  stock  department. 

Q.  And  your  occupation  there  was  to  take  care 
of  the  stock,  is  that  correct? 

A.     That  is  correct. 

Q.    How  long  did  you  stay  in  that  employ? 

A.    About  one  year. 

Q.     Then  by  whom  were  you  employed? 

A.    William  Miller  Corporation. 

Q.     What  was  the  business  of  that  company? 

A.     They  manufactured  scientific  instruments. 

Q.    Where?  A.     363  West  Colorado. 

Q.     Pasadena?  A.     Pasadena. 

Q.  And  in  what  capacity  were  you  employed  by 
that  company? 

A.     I  was  an  instrmnent  maker. 

Q.    What  do  you  mean  by  an  instrument  maker? 

A.  Well,  we  machined  parts  for  these  various 
instruments,  oscillograph  and  vibration  strain 
equipment. 

Q.  What  do  you  mean  by  machined  parts  for 
them?  What  parts  did  you  machine? 

A.  There  are  many  components  to  these  instru- 
ments; [311]  We  machined  any  and  all. 

Q.  And  what  type  of  machines  did  you  use?  A 
lathe? 

A.  We  used  a  lathe,  drill  press,  milling  ma- 
chines, tapping  machines,  grinders. 

Q.  That  was  general  machine  work,  then,  was 
it  not?  A.    Yes,  of  a  high  caliber. 
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Q.  All  right.  How  long  were  you  with  the  AVil- 
liams  Company? 

A.     I  was  there  one  year. 

Q.     Then  by  whom  wore  you  employed? 

A.     1).  B.  Millikan  Company. 

Q.    What  was  the  business  of  that  company? 

A.  They  sorted  aircraft  rivets  mechanically  and 
automatically. 

Q.    Did  they  have  any  other  business? 

A.  Yes,  they  went  into  lawn  furniture;  they 
also  made  an  orange  juice  dispenser.  They  were  in 
jewelry. 

Q.  And  what  were  your  duties  with  that  com- 
pany— Machinist  ? 

A.     I  had  the  title  of  production  engineer. 

Q.  Now,  let's  say  what  you  did.  Did  you  operate 
the  machines?  A.     No,  sir. 

Q.     Not  at  all?  A.     No,  sir.  [312] 

Q.    What  did  you  do? 

A.  I  had  charge  of  producing  the  machines  that 
were  used  to  sort  these  rivets. 

Q.  How  long  did  they  remain  in  the  rivet  sort- 
ing business? 

A.    Approximately  five  years. 

Q.    How  long  were  you  with  them? 

A.    Five  years. 

Q.    During  what  years  w^as  this  employment? 

A.  1941  to  1947  \Yith  a  term  of  service  in  be- 
tween. 

Q.    What  time  in  1947? 
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A.  Actually,  I  guess  it  was  1948,  February  of 
1948. 

Q.  During  that  period  of  time  prior  to  February 
of  1948  was  the  company  engaged  in  the  rivet  sort- 
ing business  up  until  February  of  1948*? 

A.     No,  sir. 

Q.  How  long  before  February  of  1948  did  they 
stop  their  rivet  sorting  business? 

A.     I  would  say  in  1946. 

Q.  In  the  latter  part  of  1946  was  that  company 
engaged  primarily  in  the  lawn  furniture  business? 

A.    Yes,  I  think  it  was. 

Q.  During  that  period  of  time — up  imtil  that 
period  of  time  had  you  ever  had  any  occupation 
dealing  with  the  manufacture,  production  of  a  po- 
tentiometer? [313]  A.    No,  sir. 

Q.  When  did  you  first  become  acquainted  with 
the  manufacture  of  a  potentiometer? 

A.     The  actual  manufacture  of  a  potentiometer? 

Q.    Yes.  A.    In  1947,  I  believe. 

Q.    And  what  time  in  1947? 

A.     I  think  towards  the  middle  of  the  year. 

Q.  Did  you  meet  any  particular  individual  con- 
nected with  this  matter  at  that  time? 

A.     Yes. 

Q.    Who?  A.    Mr.  Bourns. 

Q.    Where? 

A.     At  the  D.  B.  Millikan  Company. 

Q.  Did  Mr.  Bourns  come  to  that  company  to 
have  something  made  at  that  time? 

A.    Yes.  Well,  at  first  there  was  just  discussion. 
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Q.  And  what  he  brought  there  to  discuss  having 
made  was  a  potentiometer,  was  it  not? 

A.     That's  right. 

Q.  And  as  a  result  of  that  discussion  did  the 
Millikan  Company  undertake  to  manufacture  parts 
or  to  manufacture  a  potentiometer  for  Mr.  Bourns  ? 

A.    After  some  design  work  was  done.  [314] 

Q.  Were  you  the  party  in  the  Millikan  Company 
with  whom  Mr.  Bourns  discussed  his  desire  to  have 
a  potentiometer  made  there? 

A.  I  think  I  was  there  at  the  meeting.  There 
were  others. 

Q.    Who  were  the  others? 

A.    Mr.  Gobel  and  Mr.  Millikan. 

Q.  How  long  did  the  Millikan  Company  con- 
tinue in  the  business  of  fabricating  parts  or  po- 
tentiometers for  Mr.  Bourns,  to  your  knowledge? 

A.     I  think  the  latter  part  of  '47. 

Q.  Did  you  continue  to  work  with  Mr.  Bourns 
after  that  date  in  the  fabrication  of  parts  or  the 
completion  of  potentiometers  after  the  Millikan 
Company  association  was  concluded? 

A.     Would  you  repeat  that  again,  please? 

Q.  Did  you  continue,  after  the  Millikan  Com- 
pany quit,  with  either  making  of  parts  or  the  mak- 
ing of  entire  potentiometers  for  Mr.  Bourns? 

Mr.  Pruit:    I  don't  undei^tand  that  question. 

Q.  By  Mr.  Lewis  E.  Lyon:  You  say  the  Mil- 
likan Company 

The  Court :    Start  in  with  when  he  went  to  work 
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and  how  long  he  stayed  with  them,   and  then  he 

will  understand  it. 

Q.  By  Mr.  Lewis  E.  Lyon:  When  did  you  start 
working  [315]  for  Mr.  Bourns  away  from  the  Mil- 
likan  Company?  A.     Sometime  in  '47. 

Q.  Was  that  before  the  Millikan  Company  con- 
cluded its  association  with  Mr.  Bourns'? 

A.     That  I  don't  know. 

Q.  You  were  still  at  the  Millikan  Company  when 
Mr.  Bourns  quit  having  potentiometers  made  there, 
weren't  you? 

A.    Would  you  repeat  that? 

Q.  I  say  you  were  still  at  the  Millikan  Com- 
pany when  Bourns  stopped  having  parts  made  by 
the  Millikan  Company,  weren't  you? 

A.     I  think  so. 

Q.    All  right.  Then  when  was  that? 

A.    Late  '47. 

Q.  Prior  to  the  time  that  Bourns  stopped  having 
parts  or  complete  potentiometers  made  by  the  Mil- 
likan Company,  you  were  also  working  part  time 
on  the  outside  for  Mr.  Bourns  making  potentiom- 
eters, were  you  not?  A.     I  did. 

Q.    Where?  A.    At  my  home. 

Q.     On  your  own?  A.     In  my  garage. 

Q.     On  your  own?  A.     Yes.   [316] 

Q.  How  come  that  business  was  not  given  to 
the  Millikan  Company  for  whom  you  were  em- 
ployed? A.     They  did  not  require  it. 

Q.     Did  they  know  about  it? 

A.    I  think  so. 
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Q.     Why  do  you  think  so? 

A.     Because  I  believe  I  told  them. 

Q.  I  see.  How  lon^  did  you  continue  working 
in  your  garage  and  making  these  parts  for  Mr. 
Bourns  ? 

A.  The  only  part  that  I  can  remember  making 
is  that  small  potentiometer  that  Mr.  Bourns  de- 
scribed, and  I  think  that  probably  was  over  a  pe- 
riod of  probably  two  weeks,  or  something  like  that ; 
maybe  more. 

Q.     What  part  are  you  speaking  of? 

A.  Well,  it  was  a  prototype  miniature  potent- 
iometer. 

Q.  Is  it  illustrated  by  one  of  these  exhibits 
here  in  the  courtroom?  A.     It  is. 

Q.     Which  one? 

The  Court:  Step  doAvn  if  it  is  easier  for  you  to 
identify  it. 

The  Witness:    It  is  in  one  of  these  catalogs. 

Q.  By  Mr.  Lewis  E.  Lyon :  I  say,  is  it  repre- 
sented by  one  of  these  models? 

A.     Oh.  No,  it  is  not.  [317] 

Q.  All  right.  Can  you  point  it  out  in  the  catalog, 
then?  A.     This  one  (indicating). 

Q.  You  are  referring  to  the  stmcture  which  is 
illustrated  on  page — well,  the  page  marked  ''Bul- 
letin No.  91,"  is  that  correct? 

A.     Yes,  sir. 

Q.     Of  Exhibit  18. 

That  is  the  only  work  that  you  recall  doing  for 
Mr.  Bourns  in  your  own  garage,  is  that  correct? 
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A.     I  believe  that  is  correct. 

Q.  And  that  extended  over  a  period  of  about  two 
weeks  or  two  weeks  and  a  half,  is  that  correct '^ 

A.     I  think  so. 

Q.  And  that  is  total  elapsed  time  that  we  are 
speaking  of,  not  that  you  worked  all  that  time  all 
the  time  for  two  weeks,  but 

A.     I  think  so. 

Q.  Then  did  you  work  for  Mr.  Bourns  at  any 
other  place?  A.    At  his  garage. 

Q.     In  what!  A.     In  his  garage.  [318] 

Q.     Where  was  that  located'? 

A.     On  Highview  in  Altadena. 

Q.     Was  that  also  a  part  time  employment? 

A.    No.  Oh,  I  think  probably  I  did,  yes. 

Q.     For  how  long? 

A.     I  would  imagine  a  month  to  six  weeks. 

Q.  Were  you  still  working  for  the  Millikan 
Company  at  that  time?  A.    Yes. 

Q.  For  the  entire  period  of  a  month  or  six 
weeks?  A.     On  Saturdays. 

Q.  I  am  not  asking  you  on  what  day  you  state 
you  were  working  for  them.  You  state  you  were 
working  part  time,  and  I  am  trying  to  find  out  if 
that  part  time  employment  continued, — your  em- 
ployment by  the  Millikan  Company,  continued 
throughout  the  period  of  the  part  time  employ- 
ment? A.     It  did. 

Q.  All  right.  Did  you  continue  to  work  for  the 
Millikan  Company  after  about  that  six  weeks  of 
part  time  employment? 
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A.  I  think  after  that  I  went  to  work  for  Mr. 
Bourns. 

Q.     And  do  you  know  when  that  was? 

A.     Febmary  of  1948. 

Q.  What  do  you  mean  by  that,  February  1, 
1948  ?  A.    Approximately. 

Q.  If  the  record  shows  January  31,  1948,  that 
would  [319]  still  be  within  your  estimate,  would  it? 

A.    Yes. 

Q.  When  you  were  working  part  time  for  Mr. 
Bourns  in  his  own  garage,  what  did  you  do  there? 

A.     I  was  doing  assembly  work. 

Q.    Assembly  of  parts  made  somewhere  else? 

A.    Yes. 

Q.    Where? 

A.     I  think  Wottring  Company. 

Q.     What  were  you  assembling? 

A.     I  think  at  that  time  the  vane  units. 

Q.    Anything  else? 

A.    I  couldn't  be  sure. 

Q.  Did  you  do  any  machine  work  in  Mr.  Bourns' 
garage  ? 

A.  I  don't  believe  so.  I  don't  believe  he  had  any 
equipment  at  that  time. 

Q.  Did  you  continue  to  do  any  machine  work 
in  your  own  garage  during  that  period  of  time? 

A.    I  may  have. 

Q.  Did  you  have  any  machine  equipment  at  that 
time  ?  A.    Yes. 

Q.    What?  A.     I  had  a  lathe. 

Q.    What  type  of  lathe? 
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A.    A  bench  type.  [320] 

Q.     What  size?  A.     A  12-inch. 

Q.     A  12-inch.  What  make? 

A.     I  beg  your  pardon.  That  was  a  10-inch  Atlas. 

Q.  Did  you  have  any  other  equipment  besides 
the  10-inch  Atlas? 

A.     I  had  a  Walker-Turner  Drill  Press. 

Q.    What  size?  A.     15-inch. 

Q.     Floor  or  bench?  A.    Bench. 

Q.     Any  other  equipment? 

A.     Oh,  hand  tools. 

Q.     No  other  machine  tools? 

A.     That's  right. 

Q.  What  type  of  machining  did  you  do  for  Mr. 
Bourns  ?  A.    At  what  period  ? 

Q.     During  this  period  of  part  time  employment. 

A.     I  don't  believe  I  did  any  at  that  time. 

Q.  You  don't  believe  that  you  did  any  during 
this  period  of  part  time  employment  which  ex- 
tended over  a  period,  as  you  state,  of  about  six 
weeks,  is  that  correct, — no  machining  at  all? 

A.     No,  I  couldn't  be  sure  about  that. 

Q.  When  did  you  first  start  to  try  to  wind  ele- 
ments for  [321]  Mr.  Bourns? 

A.  I  would  think  about  three  or  four  months 
after  I  went  to  work  for  Mr.  Bourns. 

Q.     Was  that  still  in  Mr.  Bourns'  garage? 

A.    Yes. 

Q.  Did  he  have  a  lathe  in  his  garage  at  that 
time  ?  A.    Yes. 

Q.    What  type  of  lathe? 


Marian  AA  Jionnis  2(;5 

(Testimony  of  Edmund  W.  Pitzor.) 

A.     A  bench  lathe. 

Q.     What  make?  A.     A  South  Bend. 

Q.     What  size?  A.     9-incli. 

Q.  Now,  is  it  your  testimony  that  uj)  to  the 
period  of  January  31,  1948,  in  that  three  months 
period,  that  Mr.  Bourns  acquired  that  lathe,  or  was 
it  there  when  you  went  there? 

A.    He  acquired  the  lathe. 

Q.    During  that  period  of  time? 

A.    Yes. 

Q.  And  when,  after  your  start  of  employment 
there  ? 

A.  I  would  think  approximate!}^  two  months 
after. 

Q.  Now,  when  you  started  to  wind  the  elements, 
it  was  necessary,  was  it  not,  to  change  the  gear 
timing  of  that  lathe,  in  order  to  produce  a  satis- 
factory winding  operation?  A.     Yes.  [322] 

Q.  And  in  order  to  do  that  you  purchased  cer- 
tain equipment,  did  you  not? 

A.     Just  extra  gears. 

Q.    What  is  that?  A.     Extra  gears. 

Q.    What  were  those  extra  gears? 

A.  By  that  what  do  you  mean:  ''What  were 
those  extra  gears?" 

Q.  Well,  they  changed  the  gear  ratio,  did  they 
not?  A.     They  did. 

Q.  And  what  was  the  gear  ratio  that  they 
changed  to? 

A.  Well,  I  wouldn't  know  on  that.  That  is  pretty 
complicated.  There  is  a  whole  chain  of  gears  in  a 
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lathe,  and  it  is  very  common  to  change  them,  and 
in  order  to  change  them  you  just  put  in  your  gears 
with  different  numbers  of  teeth. 

Q.  All  right.  Now,  do  you  recall  what  number  of 
teeth  that  the  special  gears  you  purchased  had? 

A.  I  think  some — one  was  a  16-tooth  gear,  one 
an  18,  a  20,  and  possibly  a  24. 

Q.  Now,  was  this  a  9-inch  South  Bend  quick- 
change  type  of  lathe  that  Mr.  Bourns  purchased  *? 

A.    Yes. 

Q.  And  I  presume,  then,  that  these  16,  18,  20 
and  24-tooth  gears  that  you  obtained  were  to  change 
the  fixed  gear  ratio  of  that  quick-change  drive;  is 
that  correct?  [323]  A.    Yes. 

Q.  They  were  in  addition  to  the  gears  which 
were  assembled  in  the  quick-change  mechanism  of 
the  9-inch  South  Bend  lathe;  is  that  correct? 

A.  Well,  they  were  not  exactly  in  addition.  They 
replaced 

Q.     They  were  replacements? 

A.     Of  a  gear  that  was  already  there. 

Q.  All  right.  Now,  you  determined  by  this  set 
of  four  gears,  16,  18,  20  and  24-tooth  gears,  by  re- 
placement of  the  more  or  less  tooth  gear,  what 
your  winding  speed  for  the  spindle  of  the  lathe 
was  in  the  winding  of  these  elements,  did  you  not? 

A.  It  is  not  always  possible  from  the  quick- 
change  position  to  get  the  feed  per  turn  that  you 
Vv'ish,  and  that  is  what  we  were  changing. 

Q.     And  you  bought  four  separate  gears  so  that 
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you  could  find  out  what  was  the  right  speed  for 

that  spindle,  did  you  not?  A.     Yes. 

Q.  And  you  determined  that  one  of  those  gears 
gave  you  the  right  speed, — by  replacing  one  of  the 
16,  18,  20  or  24-tooth  gears,  one  of  them  gave  you 
the  right  speed  for  a  particular  size  element,  did 
it  not? 

A.  Well,  normally,  it  would  be  that  you  would 
change  [324]  the  gear,  and  then  probably  change 
the  gear  box  several  times  in  order  to  get  the  cor- 
rect feed. 

Q.  I  see.  And  you  determined  through  that  ex- 
perimentation a  correct  speed  of  the  drive  of  the 
spindle  or  chuckbox  holding  the  card  or  element 
which  was  being  wound,  didn't  you? 

A.  We  obtained  a  correct  feed,  regardless  of  the 
speed  of  the  spindle. 

Q.  I  see.  Your  longitudinal  feed  speed  you  de- 
termined correctly,  for  a  particular  speed  of  the 
spindle,  then;  is  that  correct? 

A.    No,  for  a  particular  size  of  wdre. 

Q.  For  a  particular  size  of  wire.  Now,  about 
how  heavy  w^ere  these  wires? 

A.  It  varied  anywhere  from  about  one-thou- 
sandth to  four  or  five. 

Q.  And  what  was  the  most  common  size  that 
you  used  at  that  time? 

A.     I  think  about  one  and  one-half. 

Q.     One  and  one-half  thousandths? 

A.    Yes. 
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Q.  How  does  that  compare  with  the  size  of  a 
hmnan  hair,  do  you  know? 

A.     About  three-quarters  of  the  size. 

Q.  That  is,  the  wire  was  about  three-quarters  of 
the  [325]  size  of  human  hair,  or  the  other  way 
around  ? 

A.  No,  the  wire  is  about  three-quarters  of  the 
size  of  a  human  hair. 

Q.  Now,  what  was  the  correct  feed  speed  deter- 
mined by  you  for  that  size  wire? 

A.     I  wouldn't  have  the  faintest  idea. 

Q.     You  don't  have  any  idea  at  the  present  time? 

A.     No,  sir. 

Q.  All  right.  Do  you  know  what  it  was  for  any 
particular  size  or  for  a  gauge  of  wire  that  you  were 
using,  and  determined  at  Mr.  Bourns'  Laboratories'? 

A.    We  usually  just  changed  the  ratio  until  the 

wire  wound  right.  [326] 
*  *  *  *  * 

Q.  By  Mr.  Lewis  E.  Lyon:  I  have  been  handed 
a  file  of  this  North  American  shipment,  and  ask 
you  if  you  can  identify  the  same? 

A.  Yes,  sir,  it  is  a  purchase  order  from  North 
American  to  rework  three  114-2  potentiometers. 

Q.  And  this  is  the  entire  file  of  that  transac- 
tion, is  it,  in  your  possession? 

A.    I  think  so. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  this  file  of 
papers  be  marked  at  the  present  time  for  identifica- 
tion as  the  Plaintiff's  Exhibit  27  for  identification. 

The  Court:     All  right. 
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The  Clerk:    So  marked. 

(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  27,  for  identification.) 

Q.  By  Mr.  Lewis  E.  Lyon:  When  an  instru- 
ment is  returned  to  you  for  repair,  rechecking  or 
for  some  other  [345]  reworking,  by  one  of  these 
customers,  it  is  always  sent  back  to  you  either  with 
a  debit  note  showing  that  they  have  debited  your 
account,  so  that  they  are  not  paying  for  the  par- 
ticular instiTiments  returned,  or  for  reworking  with 
an  invoice  that  says,  "Rework  without  charge,"  isn't 
that  true? 

A.  I  don't  pay  very  much  attention  to  that  sort- 
of  thing,  so  I  don't  know. 

Q.    You  don't  know?  A.     No. 

Q.  You  know  that  instruments  are  returned  to 
you  for  reworking,  don't  yon? 

A.    Yes.    [346] 

Q.     And  for  repair?  A.    Yes. 

Q.  And  you  say  you  don't  know,  when  that  is 
true,  how  the  financial  transaction  is  handled;  is 
that  correct? 

A.  Sometimes  they  are  sent  back  without  any 
paperwork. 

Q.     Just  for  you  to  rework  them? 

A.    Yes. 

Q.    Bo  you  make  any  charge  for  reworking? 

A.     Sometimes.  Sometimes  not. 

Q.     What  determines  the  fact? 

A.     Well,  whose  responsibility  it  is. 

Q.    And  if  the  customer  believes  that  it  is  your 
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responsibility,   they  don't  pay  for  the   reworking, 
do  they?  A.    That's  right. 

Q.  And  when  an  instrument  is  sent  back  to  you 
with  paperwork  from  the  customer,  that  paperwork 
indicates  who  they  think  is  responsible  for  the 
error,  does  it  not?  A.     Usually. 

Q.  Now,  I  am  going  to  show  you  a  portion  of 
Exhibit  27,  for  identification,  which  happens  to  be 
what  you  call  the  order  which  was  originally  dated 
July  16,  1951;  that  is  correct,  is  it  not? 

A.    Yes. 

Q.  Now,  that  paper  came  to  your  plant  at  that 
time,  on  July  16,  1951,  when  merely  the  portion 
filled  in  in  that  [347]  says,  ''1  3  only  114-2  potent- 
iometers— linear  motion  in  accordance  with  Bourns 
Dwg.  114-lA  NPA  priority  rating  DO-Al  is  ex- 
tended &  certified  imder  NPA  Reg.  No.  2  as 
amended,"  with  a  further  description  of  the  struc- 
ture, and  carrying  an  extended  column  with  the 
words,  ''No  Charge."  That  is  true,  is  it  not? 

Mr.  Pniitt:  Your  Honor,  I  will  object  to  the 
question  on  the  grounds  that  it  is  an  inaccurate 
recital  of  what  the  document  shows.  The  document 
shows  that  the  original  dociunent  is  dated  June  26, 
1951,  and  is  on  the  bottom  of  this  stack  of  papers, 
and  it  does  not  say,  "No  charge"  in  the  column  to 
the  right.  On  the  contrary  it  says,  "Price  to  be 
negotiated." 

Mr.  Lewis  E.  Lyon:  Well,  I  am  speaking  of 
this  particular  one,  and  it  has  the  extension  ''No 
charge,"  does  it  not? 


Marian  E.  Bourns  271 

(Testimony  of  Edmund  W.  Pitzer.) 

The  Witness:    Right. 

The  Court:    Overruled. 

Q.  By  Mr.  Lewis  E.  Lyon:  And  that  is  the 
way  these  papers  came  to  you  when  there  was  a  re- 
working requested  which  the  customer  thought  was 
your  instrument  and  was  your  responsibility? 

A.     I  didn't  think  it  was  our 

Q.  I  am  speaking  of  a  general  practice  now. 
You  received  that  kind  of  an  instrument  back  from 
the  customer  [348]  with  your  devices  when  they 
thought  that  the  reworking  was  up  to  you,  because 
it  was  your  responsibility?  That  is  the  way  you 
generally  receive  those  items,  isn't  it? 

A.    I  think  you  v^dll  note  here  at  the  time 

Q.  Just  a  moment.  Just  answer  that  question, 
please.  A.    Yes. 

Q.  All  right.  Now,  on  that  same  instrument, 
under  a  subsequent  date  of  August  13,  1951,  it 
shows  a  change  from  that  condition  and  a  realiza- 
tion, in  which  it  says,  ''Delete  No  Charge,"  and 
putting  in  the  charge;  isn't  that  true? 

A.    Right. 

Q.  So  that  between  the  period  of  July  and 
August  the  customer,  in  this  case  North  American, 
realized  that  an  error  had  been  made;  isn't  that 
true?  A.     I  am  not  sure  of  that. 

Q.  Under  date  of  August  13,  1951,  they  sent  you 
an  amended  piece  of  paper,  didn't  they? 

A.     Here,  is  it? 

Q.  August  13,  1951,  here  on  the  bottom  of  this 
(indicating).  A.    Yes,  sii*. 
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Q.  And  from  the  face  of  that  amended  docu- 
ment it  shows  that  there  was  an  error  in  the  "No 
charge"  entry  of  July  16,  1951,  doesn't  it? 

A.    Right.  [349] 

Mr.  Pruitt:  I  will  object  to  that,  your  Honor. 
The  document  speaks  for  itself. 

The  Court:  I  don't  know  what  this  thing  is 
leading  to.  I  don't  know  what  it  is  all  about. 

Mr.  Lewis  E.  Lyon:  It  is  only  this,  your  Honor: 
A  very  great  point  was  made  when  the  argument 
Avas  made  that  there  was  no  evidence  of  confusion, 
there  was  no  sending  of  one  person's  products  to 
the  other,  on  the  proposition  of  confusion.  This 
shows  that  fact. 

The  Court:  Then  it  isn't  a  question.  Then  the 
fact,  which  appeared  yesterday,  that  inquiries  were 
directed  to  them  for  instruments  which  were  not 
theirs  is  a  matter  on  which  an  argument  may  be 
based.  But  all  this  hullabaloo  about  who  put  on 
the  charge,  and  whether  the  customer  did  this  or 
that,  doesn't  tend  to  prove  or  disprove  that. 

Mr.  Lewis  E.  Lyon:  Only  on  this  proposition, 
your  Honor,  that  this  witness  states,  or  he  at- 
tempted to  testify,  that  the  customer  knew  when 
he  sent  these  instruments  to  them  that  they  were 
not  their  instruments,  but  they  w^ere  sent  to  them 
because  of  a  certain  fact  which,  in  my  opinion,  is 
contrary  to  what  is  shown  from  the  face  of  the 
documents. 

The  Court:  I  don't  think  that  is  material.  I 
don't  think  you  ought  to  put  in  your  case  in  a  lop- 
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sided  manner.  He  has  admitted  certain  conditions, 
and  you  can  produce  other  evidence  on  the  confu- 
sion of  source.  This  is  putting  [350]  your  case  in 
in  a  lopsided  manner,  to  put  a  man  on  and  keep 
liiiii  on  cross  examination  for  two  or  three  days, 
asking  him  leading  questions.  And  he  is  not  a  very 
clever  v^itness,  because  his  answers  show  conclu- 
sively that  he  deliberately  went  about  to  imitate 
this,  that  he  had  no  knowledge  in  this  field,  that  he 
only  went  in  and  went  from  a  stockman  to  a  mech- 
anic, that  he  didn't  know  scientific  electricity,  and 
all  that.  You  have  already  established  that. 

Mr.  Lewis  E.  Lyon :  Then  I  will  just  offer  in  evi- 
dence these  documents  in  this  file. 

The  Court:  43-B  is  not  made  for  an  exercise 
in  forensics. 

Mr.  Lewis  E.  Lyon:  I  appreciate  that.  We  are 
not  doing  that. 

The  Court:  Well,  today  you  have  been  doing 
nothing  else. 

Mr.  Lewis  E.  Lyon:  Well,  I  will  offer  in  evi- 
dence Plaintiff's  Exhibit  27,  for  identification,  as 
Exhibit  27. 

The  Clerk:    Is  this  admitted,  your  Honor? 
Yes,  it  may  be  received. 
27  in  evidence. 
(The   document  marked   Plaintiff's   Exhibit 
27,  for  identification,  was  received  in  evidence.) 

The  Court:  You  don't  gain  anything  by  having 
someone  make  an  admission,  and  then  contradict  it. 
Put  on  your  positive  testimony,  and  then  let  him 
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come  back  and  contradict  it.  Otherwise  I  get  his 
defense  before  I  get  your  complete  [351]  case,  be- 
cause you  are  not  boimd  by  his  testimony,  and  he 
himself  is.  A  lot  of  43(b)   examination  is  just  a 

waste  of  judicial  time.  [352] 
***** 

Q.  Did  you  take  a  prototype  of  a  potentiometer 
with  you  to  Douglas  when  you  called  on  them  in 
December  of  1950?  A.     Yes. 

Q.  Will  you  point  out  from  Exhibit  3  just 
which  instrument,  potentiometer,  that  was  a  proto- 
type of?  A.     This  is  one  here. 

Q.  You  are  referring  to  plate  16  of  Exhibit  3. 
You  say  ''This  is  one";  did  you  have  more  than 
one?  A.    I  think  I  had  two. 

Q.    All  right.  What  was  the  second? 

A.    I  don't  believe  I  see  one  here.  [354] 

Q.  Have  you  an  illustration  of  that  second  one 
anywhere  ?  A.     I  do  not  know. 

Q.  Was  that  second  one  given  subsequently  a 
model  number  by  Edcliff  Laboratories? 

A.    It  was  on  the  order  of  a  "B." 

Q.  On  the  order  of  a  "B."  Now,  we  have  several 
B's  in  Exhibit  3.  On  plate  12  there  is  B-P;  was  it 
similar  to  that? 

A.     It  was  similar  to  that. 

Q.    Plate  12  of  Exhibit  3,  is  that  correct? 

A.    Yes. 

Q.    Was  it  different  in  any  respect? 

x\.  It  had  a  different  type  of  contact  than  shown 
there. 
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Q.  You  mean  the  contact  plate  which  is  num- 
bered 67,  is  that  correct?  A.     Ripjht. 

Q.     What  was  the  difference  in  that  contact? 

A.     It  was  similar  to  67  on  plate  16. 

Q.  You  mean  the  contact  was  similar  to  the  con- 
tact shown  at  67  on  page  16,  which  is  marked  Ed- 
cliff  model  AP-2,  is  that  correct? 

A.     A-P2,  yes. 

Q.  Was  it  similar  in  any  other  respects  to  A-P2, 
[355]  plate  16  illustration? 

A.     I  don't  think  so. 

Q.  What  in  the  Edcliif  manner  of  numl)ering 
these  different  models  does  the  letter  "P"  mean? 

A.  That  is  a  new  one  to  me.  I  have  never  seen 
that  '^-P"  number. 

Q.  As  far  as  you  know,  does  that  mean  proto- 
type? A.     It  doesn't  mean  anything  to  me. 

Q.     It  doesn't  mean  anything  to  you. 

I  am  going  to  ask  you  to  look  at  these  different 
Edcliff  models  in  Exhibit  3  and  advise  me  as  to 
whether  or  not  the  plate  6  is  a  fair  illustration  of 
your  model  D  potentiometer?  A.    Yes. 

Q.  Now,  is  plate  8  a  fair  illustration  of  your 
model  No.  A-Pl  potentiometer? 

A.     The  PI,  I  do  not  recognize. 

Q.  Is  it  a  fair  representation  of  your  model  A 
potentiometer  ? 

A.    The  contacts  are  not  correct. 

Q.    What  is  wrong  about  the  contacts? 

A.     The  contacts  should  be  very  narrow. 

Q.    Very  narrow.  That  is,  your  statement  is  that 
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there  is  too  much  area  of  contact  between  the  con- 
tact and  the  wire  element  shown? 

A.  No.  It  is  much  too  wide,  the  contact  spring 
[356]  itself  is  much  too  wide. 

Q.  Have  you  a  sample  of  this  A  model  potent- 
iometer in  court?  A.     I  think  we  do. 

Mr.  Lewis  E.  Lyon:    I  ask  to  see  it,  then. 

Mr.  Pruitt:  I  will  state  for  the  record  at  this 
time,  your  Honor,  that  at  the  time  of  inspection  of 
Defendants'  models  by  the  plaintiffs  these  stickers 
marked  A-Pl  were  placed  on  there  by  the  person 
representing  the  plaintiff,  to  designate  that  partic- 
ular instrument. 

The  Court:    All  right. 

Q.  By  Mr.  Lewis  E.  Lyon:  This  instrument 
which  has  been  handed  to  me,  and  which  has  a 
sticker  on  it,  I  don't  mean  to  imply,  because  I 
don't  know,  whether  you  put  it  on  there  or  some- 
one else,  A-Pl,  is  a  model  of  Model  A  potentiometer 
of  the  defendant  which  you  referred  to,  is  it? 

A.    Yes. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  this  model 
be  received  in  evidence  as  Plaintiff's  Exhibit  28. 

The  Court:    It  may  be  received. 

The  Clerk:  Plaintiff's  Exhibit  28  received  in 
evidence. 

(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  28  and  was  received  in  evidence.) 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  I  will  refer 
you  to  plate  No.  11,  which  is  a  purported  illustra- 
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tion  of  Edcliff  [357]  Model  B ;  is  that  a  fair  draw- 
ing that  structure?  A.    Yes. 

Q.  Now,  I  refer  you  to  plate  No.  12  of  Exhibit  3, 
and  ask  you  if  that  is  a  fair  illustration  of  the 
Edcliff  B  potentiometer? 

A.     It  is  very  similar  to  a  Bl. 

Q.    To  a  Bl?  A.    Yes. 

Q.  Does  it  materially  differ  from  a  Bl  in  any 
way?  A.     In  the  contact,  again. 

Q.     You  mean  in  the  width  of  the  contact? 

A.    Right. 

Q.  In  the  illustration  of  the  physical  width  of 
the  contact?  A.     That's  right. 

Q.    And  that  is  the  only  way? 

A.     I  think  so. 

Q.  Now,  referring  to  plate  No.  14,  is  that  a  fair 
illustration  of  an  Edcliff  model  potentiometer? 

A.     I  think  so. 

Q.    What  model  is  that? 

A.  I  don't  believe  there  was  any  model  assigned 
to  that. 

Q.     You  mean  any  number  assigned  to  it? 

A.  I  don't  believe  there  was  any  model  letter  or 
[358]  number  assigned  to  it. 

Q.  But  it  is  an  illustration  of  an  Edcliff  model 
potentiometer  made  by  the  defendant,  is  that  cor- 
rect? A.    Yes. 

Q.  Now,  referring  to  plate  No.  16  of  Exhibit  3, 
does  that  plate  correctly  illustrate  a  model  of  a 
potentiometer  manufactured  by  the  Edcliff  Labora- 
tories ? 
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A.    Well,  it  is  a  little  incorrect. 

Q.    A  little  incorrect  where? 

A.  Well,  I  think  that  this  does  not  abut  this  or 
come  tangent  to  this  point  right  here  (indicating). 

Q.  You  mean  that  you  believe  that  the  part  that 
is  marked  64,  which  I  will  refer  to  as  the  shaft, 
does  not  lie  flat  against  the  base  which  is  marked 
61,  is  that  correct?  A.     That  is  correct. 

Q.     Have  you  that  model  here? 

Mr.  Pruitt:    I  have  it  here,  if  you  want  it. 

The  Witness:    I  think  so. 

Mr.  Pruitt:  This  was  also  placed  on  it  at  the 
time  of  inspection.  It  is  a  partial  instrument. 

Q.  By  Mr.  Lewis  E.  Lyon:  This  is  the  model 
which  you  referred  to,  is  it,  Mr.  Pitzer? 

A.    Yes. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  this  model 
be  marked  as  Plaintiff's  Exhibit  No.  29.  [359] 

The  Clerk:    For  identification? 

Mr.  Lewis  E.  Lyon:  I  will  offer  it  in  evidence 
as  Plaintiff's  Exhibit  29. 

The  Clerk:    Is  this  admitted,  your  Honor? 

The  Court :    It  may  be  received. 

The  Clerk:    Plaintiff's  Exhibit  29  in  evidence. 
(The  exhibit  referred  to  was  marked  Plain- 
tiff's Exhibit  29,  and  was  received  in  evidence.) 

Q.  By  Mr.  Lewis  E.  Lyon:  I  refer  you  to 
plate  17  of  Exhibit  3,  and  I  will  ask  you  if  that 
plate  is  a  fair  drawing  of  an  Edcliff  potentiometer 
manufactured  by  your  company? 

A.     The  bushing  here  is  incorrect. 
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Q.  Now,  you  have  referred  to  a  part  on  plate  17 
of  Exhibit  3,  which  I  believe  is  shown  in  pink  and 
it  immediately  surrounds  the  shaft  64? 

A.     Right. 

Q.  And  you  have  refeiTed  to  that  as  a  bushing, 
is  that  right?  A.     Right. 

Q.     And  that  is  incorrect  in  what  respect? 

A.     Instead  of  one  bushing,  it  is  two  bushings. 

Q.     It  is  divided  into  two  spaced  bushings,  is  it? 

A.     That  is  correct. 

Q.  And  they  are  spaced  apart  longitudinally  of 
the  [360]  shaft  64,  is  that  correct? 

A.     That  is  correct. 

Q.  In  other  respects  the  drawing  is  correct,  is 
that  right? 

A.  Well,  there  is  no  cables  shown  for  electrical 
connections. 

Q.  You  mean  no  cables  shown — do  you  have  a 
model  L  potentiometer  here  ?  A.    Yes. 

Q.  There  has  been  a  device  handed  to  me  which 
is  entitled  "Edcliff  Part  No.  4394-500124  Ser.  No. 
123";  I  will  ask  you  if  that  is  the  model  L  potent- 
iometer to  which  you  refer?  A.    Yes. 

Mr.  Lewis  E.  Lyon:  I  will  offer  this  potentiom- 
eter just  produced  in  evidence  as  Plaintiff's  Ex- 
hibit 30. 

The  Court:    It  may  be  received. 

The  Clerk:     30  in  evidence. 
***** 

Q.  By  Mr.  Lewis  E.  Lyon:  Referring  to  plate 
19  of  Exhibit  3,  does  that  plate  correctly  illustrate 


280  Edcliff  Instruments,  et  al.,  vs. 

(Testimony  of  Edmund  W.  Pitzer.) 
a  potentiometer  manufactured  by  the  Edcliff  Lab- 
oratories, defendant?  A.     Yes. 

Q.  Referring  to  plate  20  of  Exhibit  3,  does  that 
plate  [361]  correctly  illustrate  a  potentiometer 
manufactured  by  the  Edcliff  Laboratories,  defend- 
ant ?  A.    Yes. 

Q.  Referring  to  plate  22,  does  that  plate  cor- 
rectly illustrate  a  potentiometer  manufactured  by 
defendant  Edcliff  Laboratories? 

A.    No,  it  does  not. 

Q.     In  what  respect  is  that  in  error? 

A.  I  don't  believe  that  this  type  of  continuity 
spring  was  used. 

Q.  You  are  referring  to  the  element  therein 
numbered  31?  A.    31. 

Q.    What  type  of  continuity  spring  was  used? 

A.     There  was  a  shorting  bar  used. 

Q.  Have  you  a  sample  of  the  Edcliff  model  C-1 
in  court? 

Mr.  Pruitt;    I  don't,  Mr.  Lyon. 

Q.  By  Mr.  Lewis  E.  Lyon:  Have  you  such  a 
sample?  A.     I  do  not  know. 

Q.  You  do  not  know  whether  one  is  in  existence 
or  not?  A.     That  is  right. 

Q.  Except  for  the  type  of  continuity  spring  or 
contact  bar,  one  of  which  is  replaceable  for  the 
other,  and  indicated  at  31,  is  the  drawing  correct? 

A.    No. 

Q.    In  what  other  respects? 

A.  The  bearing  recesses.  One  was  in  the  cover, 
one  in  the  base. 
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Q.  I  see.  The  bearing  which  then  is  ilhistrated 
as  recessed  in  the  yellow  i^art  in  22,  instead  of  being 
contained  in  a  recess  in  that  yellow  part  was  posi- 
tioned in  a  recess  in  the  double  line  part  which  is 
uncolored,  is  that  correct? 

A.     That  is  correct.  [36:3] 

Q.  And  the  shaft  spanned  completely  from  the 
cover  to  the  base,  then? 

A.     That  is  correct. 

Q.     In  other  respects  is  the  drawing  correct? 

A.    No. 

Q.     In  what  other  respects  is  it  in  error? 

A.     There  was  a  magnet  incoi^^orated  in  it. 

Q.     A  magnet?  A.    Yes. 

Q.    Where? 

A,  Well,  this  portion  in  green  is  incorrect  also. 
There  was  a  flat  disc  with  a  magnet,  that  had  a 
slot  in  it,  that  the  disc  was  rotated  in. 

Q.  Have  you  a  correct  drawing  of  that  model 
C-1  structure?  A.    I  do  not  know. 

Mr.  Lewis  E.  Lyon:  I  believe  there  is  a  p)ur- 
ported  drawing  in  the  Defendants'  trial  brief  of  a 
C-1  potentiometer.  May  I  see  the  trial  brief,  please, 
that  was  filed  in  the  court? 

The  Court:  It  is  probably  bound  in  there.  Here 
is  a  loose  copy,  where  you  will  probably  find  it 
easier. 

Mr.  Pruitt:  There  is  only  a  C-3  and  C-2,  I  be- 
lieve, in  there,  Mr.  Lyon. 

Mr.  Lewis  E.  Lyon:     No  C-1  here?  [361] 

Mr.  Pruitt:     No  C-1. 


282  Edcliff  Instruments,  et  al.,  vs. 

(Testimony  of  Edmund  W.  Pitzer.) 

Mr.  Lewis  E.  Lyon:  If  there  is  no  C-1,  there  is 
no  use  in  my  looking  for  it. 

The  Court:  Yes,  counsel  ought  to  know  what  he 
has  in  his  brief. 

Mr.  Lewis  E.  Lyon:    Yes,  that  is  what  I  think. 

Q.  By  Mr.  Lewis  E.  Lyon:  Does  this  drawing 
of  plate  22  correspond  with  a  C-3  Edcliff  model, — 
the  one  that  is  marked  on  plate  22 1  A.    Yes. 

Q.  Oh,  I  see.  Then  our  error  is  in  the  number. 
That  should  be  a  C-3  instead  of  a  C-1;  is  that  cor- 
rect ?  A.     Correct. 

Q.  Otherwise  plate  22  illustrates  a  C-3  model  of 
an  Edcliff  instruments  A.     Right. 

Q.  And  a  full  and  more  comprehensive  drawing 
of  the  C-3  instrimient  is  found  in  the  156-page  pre- 
trial memorandum  of  the  defendants;  is  that  cor- 
rect? A.     I  think  so. 

Q.    Would  you  point  it  out  to  me? 

Mr.  Pruitt :  May  I  have  the  question  read,  please  ? 

(The  record  was  read.) 

The  Witness :     It  is  on  page  69-A. 

Q.  By  Mr.  Lewis  E.  Lyon:  Does  this  drawing 
on  page  [365]  69-A  correctly  illustrate  the  C-3  po- 
tentiometer manufactured  by  the  Bourns  Labora- 
tories— I  mean  by  the  Edcliff  Laboratories?  Par- 
don me.  A.    Yes. 

Q.  Now,  there  is  included  also  in  the  pretrial 
memorandum  of  the  defendants  a  drawing  of  a  C-2 
model  Edcliff  x)otentiometer,  is  there  not? 

A.    Yes. 


Marian  E.  Bourns  283 

(Testimony  of  Edmund  W.  Pitzer.) 

Q.  And  that  is  set  fortli  on  pa^o  75-A  of  that 
pretrial  memorandum,  is  it  not?  A.     Yes. 

Mr.  Lewis  E.  Lyon:  I  wonder  if  the  defendants* 
counsel  has  further  X)rints  of  these  two  drawings? 
I  do  not  want  to  strip  anybody's  pretrial  memoran- 
dum, but  I  would  like  to  place  prints  of  those  in 
evidence,  and  they  are  not  in  evidence  by  being  in 
a  memorandum. 

The  Court:     Have  you  loose  copies  of  those? 

Mr.  Pruitt:  I  don't  have  them  with  me,  your 
Honor,  but  I  can  certainly  produce  them  at  the  next 
session  and  will  be  glad  to. 

The  Court:  Suppose  you  give  them  a  number, 
then,  and  when  we  meet  on  Monday  or  Tuesday, 
whichever  day  we  decide  on,  why,  they  can  be  sup- 
plied. 

Mr.  Lewis  E.  Lyon:  All  right.  I  would  like  to 
offer  in  evidence  as  Plaintiif 's  Exhibit  31  the  draw- 
ing, a  duplicate  [366]  of  which  appears  on  69- A  of 
the  defendants'  trial  memorandum. 

The  Court :    All  right.  It  may  be  received. 

Mr.  Lewis  E.  Lyon:  And  as  Plaintiff's  Exhibit 
32  a  print  of  the  drawing,  a  duplicate  of  which 
appears  upon  page  75-A  of  the  defendants'  trial 
memorandum. 

The  Court:    All  right.  Copies  will  be  supplied? 

Mr.  Pruitt :    Yes,  your  Honor. 

The  Court:    They  may  be  received. 

The  Clerk:    31  and  32  in  evidence. 
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(The  documents  referred  to  were  marked 
Plaintiff's  Exhibits  31  and  32  and  were  received 
in  evidence.) 

[See  Book  of  Exhibits.] 

Q.  By  Mr.  Lewis  E.  Lyon:  In  the  trial  memo- 
randum there  are  drawings  of  Edcliff  B-11  and 
B-12  linear  motion  potentiometers,  I  believe.  Are 
you  familiar  with  those  drawings'?  A.     Yes. 

Q.  Will  you  point  those  out  to  me,  please,  from 
the  trial  memorandum? 

Pages  37-A  and  38-A,  Mr.  Witness.  I  couldn't 
locate  them  quickly  either.  I  thought  you  could  do 
it  quicker  than  I  could. 

37-A  is  a  drawing  of  what?  A.     Of  B-11. 

Q.  And  by  "37-A",  of  course,  I  am  referring  to 
the  page  of  that  number  of  the  pretrial  memoran- 
dum of  the  defendants.  [367]  Does  that  drawing 
show  a  potentiometer  actually  manufactured  by  the 
defendants  ?  A.     Yes. 

Q.  Was  the  instrument  manufactured  before  or 
after  that  drawing  date  ?  A.     After. 

Q.  I  see.  Then  the  instrument  has  only  been 
manufactured  after  May  27,  1954;  is  that  correct? 

A.    Yes. 

Q.  And  has  any  such  instrument  as  that  been 
sold?  A.    Yes. 

Q.    When?  A.    I  think  in  June. 

The  Court:    I  didn't  hear  the  answer. 

Mr.  Lewis  E.  Lyon:    He  said,  ''I  think  in  June." 

The  Court:  Oh,  in  June.  It  would  be,  because  it 
is  less  than  60  days.  Today  is  the  25th. 
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Q.  By  Mr.  Lewis  E.  Lyon:  Can  you  say  to 
whom  it  was  sold? 

A.     I  don't  know oh,  it  was  North  Amcriean. 

Mr.  Lewis  E.  Lyon:  I  will  ask  if  the  defendants 
have  a  further  print  of  this  37-A  drawing,  hecause 
I  would  like  to  offer  the  same  in  evidence. 

Mr.  Pruitt :  I  will  make  the  same  offer  as  I  made 
before.  I  will  produce  loose  coi)ies  of  it  at  the  next 
session.  [368] 

The  Court :  All  right.  It  may  be  given  a  number, 
and  the  loose  copy  supplied. 

The  Clerk:     Plaintiff's  33  in  evidence. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  the  drawing 
appearing  on  page  37-A  of  the  trial  memorandum 
be  received  in  evidence  as  Plaintiff's  Exhibit  33, 
and  that  a  loose  copy  be  substituted  for  the  one 
appearing  in  the  trial  memorandum. 

(The  drawing  referred  to  was  marked  Plain- 
tiff's Exhibit  33,  and  was  received  in  evidence.) 
[See  Book  of  Exhibits.] 

Q.  By  Mr.  Lewis  E.  Lyon :  Now,  similarly  with 
respect  to  the  drawing  appearing  on  page  38- A,  does 
that  drawing  likewise  appear  in  full  upon  a  draw- 
ing of  the  character  of  the  drawing  appearing  upon 
page  SY-A?  A.    Yes. 

Q.  That  is,  what  is  on  page  38-A  is  cut  out  of 
a  complete  drawing,  having  the  title  plate  on  it 

A.    Yes. 

Q.    of  page  37-A?  A.    Yes. 

Q.  Now,  this  drawing  on  38-A  is  a  drawing  of 
an  actual  instrument  manufactured  by  the  Edcliff 
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Laboratories,  is  it?  A.     Instruments. 

Q.    instruments'?  A.    Yes. 

Q.  Has  such  an  instrument  actually  been  sold 
by  Edcliff  [369]  Instruments'?  A.    Yes. 

Q.    When?  A.     I  think  in  June. 

Q.  In  June.  Is  this  drawing  which  appears  on 
page  38-A  of  the  trial  memorandum  a  drawing 
which  was  made  on  or  about  May  27,  1954? 

A.     I  think  so. 

Q.  And  that  instrument  appearing  upon  page 
38-A  is  the  so-called  B-12  linear  motion  potentio- 
meter, is  it?  A.    Right. 

Q.  And  that  likewise  was  sold  to  North  Ameri- 
can Aviation?  A.     Yes. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  a  duplicate 
of  the  drawing  appearing  upon  page  38-A  of  the 
trial  memorandum  be  received  in  evidence  as  Plain- 
tiff's Exhibit  34. 

The  Court :    All  right.  It  may  be  received. 

The  Clerk :    34  in  evidence. 

(The  drawing  referred  to  was  marked  Plain- 
tiff's Exhibit  34,  and  was  received  in  evidence.) 
[See  Book  of  Exhibits.]  ***** 

The  Court :  Before  you  went  to  the  Bourns  Lab- 
oratories, you  had  not  done  any  work  in  this  par- 
ticular field  of  these  particular  instruments  with 
which  we  are  concerned  in  this  [371]  law  suit; 
isn't  that  true? 

The  Witness :    That  is  true. 

The  Court:  And  whatever  knowledge  you  ac- 
quired, you  acquired  while  working  for  them? 
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The  Witness:    Not  entirely,  sir. 

The  Court,:    Well,  what 

The  Witness:  I  was  in  the  Service,  and  I  had 
considerable  experience  in  electronics. 

The  Court:    How  long  were  you  in  the  Service? 

The  Witness:    I  was  in  for  10  months. 

The  Court:  As  to  these  particular  devices,  what- 
ever knowledge  you  had,  you  acquired  from  them, 
isn't  that  true,  by  applying  your  previous  experi- 
ence? I  am  not  trying  to  deprive  you  of  the  benefit 
of  your  experience,  because  evidently  you  became 
a  very  valuable  man,  and  they  wanted  to  keep  you. 
But  you  didn't  know  anything  about  these  particu- 
lar devices  until  you  went  to  work  for  them,  did 
you? 

The  Witness:  Well,  they  are  very  similar  to  a 
standard  rotary  pot- 

The  Court:    Yes. 

The  Witness:    which  is  used  throughout  the 

industry. 

The  Court:  But  you  were  not  engaged  in  the 
sale  or  manufacture  of  any  comparable  prod- 
ucts  

The  Witness:    No,  I  was  not. 

The  Court:     before  you  went  to  work  mth 

them?  You  [372]  had  all  sorts  of  mechanical  skills 
which  you  applied  at  various  times,  ranging  fi'om 
being  a  stock  man  to  other  things  relating  to  an 
entirely  different  field,  didii't  you? 

The  Witness :    That  is  true. 

The  Court:    All  right.  *****  [373] 
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HERBERT  E.  KIDDER, 

called  as  a  witness  by  and  on  behalf  of  the  plaintiff, 
having  been  first  duly  sworn,  was  examined  and  tes- 
tified as  follows: 

Direct  Examination 

Mr.  Lewis  E.  Lyon:  Knowing  full  well  your 
Honor's  position  with  respect  to  this  case  and  patent 
experts  in  general,  but  for  the  purpose  of  establish- 
ing a  record  of  some  form,  I  am  endeavoring  to 
make  it  as  short  as  possible,  particularly  with  re- 
spect to  Exhibit  3,  and  I  am  calling  the  next  wit- 
ness, I  might  say  with  an  apology,  because  I  am 
sure  that  your  Honor  does  not  need  what  we  are 
going  to  produce. 

The  Court :  If  the  man  is  a  scientist,  I  am  always 
glad  to  hear  him. 

Mr.  Lewis  E.  Lyon:  I  mean  I  am  calling  a  pat- 
ent expert  at  the  present  time. 

The  Court:  I  beg  your  pardon?  As  I  say,  if  a 
man  is  a  scientist  in  the  field,  I  am  willing  to  have 
it,  but  often  they  call  a  patent  attorney,  who  is 
merely  an  advocate,  and  he  does  not  help  the  court. 

By  Mr.  Lewis  E.  Lyon: 

Q.    Will  you  state  your  name? 

A.    Herbert  E.  Kidder. 

The  Clerk:  Just  a  moment.  How  do  you  spell 
your  last  [395]  name? 

The  Witness:    K-i-d-d-e-r. 

The  Clerk :    And  the  middle  initial  is  "E"  ? 

The  Witness:    E,  right. 

The  Clerk:    Thank  you. 
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Q.  By  Mr.  J^ewis  E.  Lyon:  Where  do  you  re- 
side? A.     In  Riverside. 

Q.     What  is  your  occupation? 

A.  Patent  counsel  for  IIunter-Doufflas  Corpor- 
ation. 

Q.    Located  in  Riverside? 

A.     In  Riverside. 

Q.  What  is  the  business  of  the  Hunter-Douglas 
Corporation  ? 

A.  Manufacturers  of  Venetian  blind  components 
and  fabricators  of  aluminium,  in  c^eneral. 

Q.  Are  you  familiar  with  the  two  Bourns  pat- 
ents in  suit,  the  '981  and  '980  patents? 

A.    Yes,  sir,  I  am. 

Q.  Are  you  admitted  to  practice  before  the  Unit- 
ed States  Patent  Office?  A.    Yes,  sir,  I  am. 

Q.  I  place  before  you  Exhibit  3,  and  will  ask 
you  if  you  are  familiar  with  that  exhibit. 

A.     Yes,  I  am. 

Q.  Did  you  have  an^i:hing  to  do  with  the  prepa- 
ration of  [396]  Exhibit  3? 

A.     Yes,  I  had  the  job  of  preparing  the  exhibits. 

Q.  Now,  Exhibit  3  contains  a  plurality  of  plates, 
beginning  with  plates  which  are  purported  to  be,  I 
believe,  duplicates  of  the  drawings  of  the  two  pat- 
ents in  suit.  Were  those  ]irepared  under  your  super- 
vision? A.    Yes,  they  were. 

Q.     Plates  3  and  4  of  Exhibit  3  are,  T  believe, 

well,  plates  2  and  4  are  breakdo^vns  of  two  planes 
of  the  two  patents.  Were  those  breakdo^vns  made 
^y  you  ?  A.     Yes,  they  were. 
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Q.  Following  plate  4  there  is  a  plurality  of  com- 
parative plates  of  Bourns  and  Edcliff  instruments; 
is  that  correct?  A.     That  is  right. 

Q.  Were  these  drawings  prepared  under  your 
supervision?  A.    Yes,  sir,  they  were. 

Q.     From  what? 

A.  In  part  from  the  actual  instruments  them- 
selves, in  part  from  engineering  drawings,  and  in 
part  from  sketches  made  of  models  that  were  ex- 
amined at  Edcliff. 

Q.  So  far  as  the  Bourns  structures  are  con- 
cerned, they  were  prepared,  were  they  not,  from 
actual  models?  A.     They  were. 

Q.  On  each  of  these  drawings,  these  comparative 
drawings  [397]  from  plate  5  through  to  the  con- 
clusion of  these  plates  there  are  certain  numbers 
and  certain  colors  added  to  the  drawings.  What  sig- 
nificance do  those  colors  and  numbers  have? 

A.  The  colors  were  assigned  to  the  different 
components  of  the  claims,  so  that  they  could  be 
identified  in  the  several  embodiments  shown.  The 
components  of  the  claims  were  given  the  same  ref- 
erence nmnerals  that  are  used  in  the  specifications 
of  the  two  patents. 

Q.  Now,  the  application  of  these  colors  and  num- 
bers to  the  different  plates  from  plate  5  to  the  end 
of  Exhibit  3  was  done  by  whom? 

A.     I  beg  pardon? 

Q.  Who  applied  these  colors  and  numbers  that 
were  assigned  to  the  components  of  the  claims  in 
the  different  drawings  and  plates  in  Exhibit  3? 
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A.  I  applied  them  personally  to  the  first  plate  of 
each  illustration. 

The  Court :  "What  are  the  numbers  ?  Do  they  cor- 
respond to  the  elements  of  the  patents  in  suit? 

The  Witness:  They  correspond  to  the  reference 
numerals  for  the  same  corresponding  elements  of 
the  patents  in  suit. 

The  Court:    That  is  so  far  as  the  Bourns? 

The  Witness:    Yes,  that's  right. 

The  Court :  And  then  in  the  other  you  merely 
marked  what,  in  your  opinion,  is  the  equivalent? 

The  Witness:     That  is  right,  yes. 

Mr.  Lewis  E.  Lyon:  That  being  true,  and  the 
opinion  of  this  witness  being  fully  expressed  graph- 
ically, and  in  order  to  save  time,  I  believe  that 
this  witness'  opinion  is  fully  shown  by  Exhibit  3, 
so  I  will  refrain  from  further  examination,  and  ask 
if  there  is  any  cross  examination. 

Cross  Examination 

Q.  By  Mr.  Pruitt:  Mr.  Kidder,  how  long  have 
you  known  Mr.  Bourns? 

A.    About  four  years. 

Q.  Have  you  been  retained  by  him  for  patent 
advice  during  this  period  of  time,  from  time  to 
time? 

A.  I  have  been  commissioned  by  him  to  file 
certain  patent  applications,  yes. 

Q.  Did  Mr.  Bourns  retain  you  in  connection 
with  the  present  claimed  infringement  in  this  ac- 
tion? 
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A.  He  has  retained  me  for  the  preparation  of 
these  books. 

Q.  Had  he  retained  you  in  any  capacity  in  that 
regard  prior  to  retaining  you  to  prepare  those 
books  ? 

A.  Yes,  he  asked  me  to  collaborate  with  Mr. 
Lyon  in  any  way  in  the  presentation  of  the  prior 
art,  the  file  history,  and  anything  that  might  be 
helpful  to  Mr.  Lyon  in  the  preparation  of  his  case. 

The  Court:  What  is  your  education,  Mr.  Kidder*? 

The  Witness:    I  am  a  mechanical  engineer. 

The  Court:    A  mechanical  engineer? 

The  Witness:    Yes. 

The  Court :    You  are  not  a  patent  attorney  ? 

The  Witness:    I  am  a  patent  agent. 

The  Court:  I  know  the  distinction  between  the 
two.  I  mean,  you  are  not  legally  trained,  but  you 
are  trained  in  mechanical  engineering? 

The  Witness :    That  is  right. 

The  Court:  And  then  act  as  consultant  in  mat- 
ters relating  to  that  art? 

The  Witness :    That  is  right. 

The  Court:    Of  what  school  are  you  a  graduate? 

The  Witness:    The  University  of  Illinois. 

The  Court:  That  is  a  good  school.  My  soii 
teaches  there  in  physical  chemistry. 

Q.  By  Mr.  Pruitt:  Li  what  year  did  you  grad- 
uate from  the  University  of  Illinois? 

A.     1935. 

The  Court:    My  son  was  not  even  a  graduate  at 
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that  time.  My  son  has  only  been  there  for  the  last 

six  years,  after  he  got  his  Ph.D  at  Berkeley. 

Mr.  Pruit:  Now,  I  don't  know  wlu'thcr  T  have 
a  ([uestion  pending  or  not. 

The  Court:  No.  I  merely  wanted  to  find  out  the 
man's  [400]  background. 

Q.  By  Mr.  Pruitt:  I  will  repeat  the  question: 
At  or  about  what  date  did  you  j)repare  the  first 
copy  of  the  plates  that  are  shown  in  Plaintiff's 
Exhibit  3? 

A.  The  preparation  of  the  drawings  extended 
over  quite  a  few  weeks.  The  first  drawings  were 
made  al^out  six  weeks  ago. 

Q.  Tliat  would  be  approximately  the  first  part 
of  May,  1954?  A.     Approximately. 

Q.  At  the  time  of  the  preparation  of  these 
drawings,  did  you  immediately  assign  the  numbers 
that  are  shown  on  the  plates  in  Exhibit  3? 

A.  No,  the  numbers  were  assigned  only  about 
two  weeks  ago. 

Q.  So  that  would  ])e  about  the  middle  of  June, 
1954,  or  thereabouts?  A.     Approximately. 

Q.  Where  were  you  when  those  numbers  were 
assigned  to  the  plates?  A.     In  Riverside. 

Q.  And  were  you  alone  or  were  you  in  the  com- 
pany of  other  persons  at  that  time? 

A.     T  believe  I  was  alone. 

Q.  And  did  you  assign  the  numbers  sho^vn  on 
the  plates  in  [401]  Plaintiff's  Exhibit  3  all  at  that 
same  time? 

A.    No,  over  about  a  three-day  period. 
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Q.  And  during  that  three-day  period  you  alone 
did  the  job  of  assigning  the  numbers  to  these  plates; 
is  that  corrects  A.     That  is  right. 

Q.  Now,  prior  to  commencing  the  assigning  of 
the  numbers,  as  shown  on  those  plates,  did  you  have 
any  conference  with  the  attorneys  of  record  for 
plaintiff  in  this  action  concerning  what  numbers 
should  be  assigned  to  the  various  elements  shown"? 

A.  No,  other  than  the  request  by  Mr.  Lewis 
Lyon  to  prepare  drawings  using  the  patent  draw- 
ings as  a  reference,  and  to  the  best  of  my  ability 
assigning  the  names  to  the  corresponding  parts  of 
the  drawings. 

Q.  So  this  exhibit  indicates  your  own  personal 
opinion  of  the  corresponding  features  of  the  Bourns 
patent  with  the  instruments  illustrated;  is  that 
correct?  A.     That  is  right. 

Q.  After  the  numbers  were  originally  assigned, 
did  you  have  any  further  conferences  with  the  at- 
torneys for  the  plaintiff  concerning  any  change  that 
should  be  made  in  the  numbers  assigned? 

A.  No,  there  were  no  changes  made,  other  than 
one  or  two  errors  which  were  detected,  but  before 
they  were  given  to  Mr.  Lyon.  [402] 

Q.  And  the  document,  as  it  is  now  in  evidence, 
represents  the  version  which  sets  forth  your  opinion 
as  to  the  corresponding  numbers  shown  in  the  pat- 
ent; is  that  right?  A.     That  is  correct. 

Mr.  Prviitt:  I  have  no  further  questions,  your 
Honor. 

The  Court:    All  right. 
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Mr.  Lewis  E.  Lyon:  I  will  offer  in  evidence  at 
this  time  Exhibit  3,  your  Honor,  which,  as  I  say, 
has  not  been  heretofore  offered,  as  Plaintiff's  Ex- 
hibit 3. 

The  Court:    All  right. 

The  Clerk:    3  in  evidence.  [403] 
***** 

Mr.  Pruitt:  Your  Honor,  it  has  occurred  to  me, 
if  we  are  back  on  the  record,  that  Mr.  Lyon  is  still 
studying  whether  or  not  the  '980  patent  is  still  an 
element. 

The  Court:  Yes;  we  were  considering  that  the 
day  before  yesterday.  I  don't  think  we  can  gain 
much  time  by  going  ahead  now,  gentlemen.  It  is 
3:30. 

Mr.  Pruitt:  I  was  going  to  say  that  I  don't 
know  which  documentary  evidence  to  introduce 
until  I  get  his  answer. 

The  Court:  Supposing  we  adjourn  now,  and  then 
I  will  ask  Mr.  Lyon  to  tell  counsel. 

Mr.  Lewis  E.  Lyon:    I  will  write  it  do^vn. 

The  Court :    '980  is  the  one  that  has  seven  claims  ? 

Mr.  Pruitt:    Yes,  your  Honor. 

Mr.  Lewis  E.  Lyon:    Yes,  your  Honor. 

The  Court:  Most  of  your  brief  was  devoted  to 
that  one. 

Mr.  Pruitt:  The  '981  patent,  your  Honor,  is,  of 
course,  the  divisional  patent. 

The  Court:    It  is  a  one-claim  patent. 

Mr.  Pruitt:    It  is  a  divisional  patent. 

The  Court:    Yes,  it  is  a  split  patent. 
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Mr.  Pruitt:  And  the  file  history  is  the  same  as 
the  '980,  to  a  large  extent?  [405] 

The  Court:  Yes.  However,  they  didn't  allow 
them  to  split  the  invention.  You  don't  mean  to  say 
the  Patent  Office  does  that? 

Mr.  Pruitt:  No,  your  Honor.  The  reason  it  is 
treated  that  way,  the  '981  seems  to  be  the  one  that 
most  of  the  instriunents  are  claimed  to  infringe. 

The  Court:  The  two  references  they  give  are 
two  references  that  are  in  the  other  one. 

Mr.  Pruitt:  That  is  right,  your  Honor;  Rubin- 
stein and  Batcheller. 

Mr.  Lewis  E.  Lyon:     That  is  correct. 

The  Court:     All  right.  Then  we  will  recess  the 

case  until  1:00  o'clock  on  Monday.  [406] 
*  *  *  *  * 

Mr.  Pruitt:     Your  Honor,  at  the  last  session  I 

agreed  to  produce  certain  loose  copies  of  exhibits, 

which  I  offered  to  produce  for  Mr.  Lyon,  and  I 

would  like  to  produce  those  now.  [410] 
***** 

Mr.  Pruitt:  And  I  have  a  copy  of  a  drawing  of 
the  B-11  model,  which  was  introduced  as  Exhibit  34 
at  page  369  of  the  transcript. 

Mr.  Lewis  E.  Lyon :  This  drawing  is  Exhibit  33, 
then. 

Mr.  Pruitt:  And  a  copy  of  the  drawing  of  the 
B-12  model,  which  was  introduced  as  Plaintiff's 
Exhibit  34  at  page  370  of  the  transcript.  [411] 


***** 
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VIRGIL  F.  SIMONICK 

called  as  a  witness  by  the  defendants,  being  first 
sworn,  was  examined  and  testified  as  follows: 

The  Clerk:     What  is  yonr  name,  please? 

The  Witness:    Virgil  F.  Simonick. 

The  Clerk:    How  do  you  spell  your  last  name? 

The  Witness:     S-i-m-o-n-i-c-k. 

Direct  Examination 

Q.  By  Mr.  Pruitt:  Mr.  Virgil,  where  is  your 
address,  please*? 

A.     15843  Moorpark,  Encino. 

Q.     By  whom  are  you  employed? 

A.    Douglas  Aircraft  Company  in  Santa  Monica. 

Q.  In  what  capacity  are  you  now  employed  by 
Douglas  Aircraft? 

A.  I  am  classified  as  a  design  specialist,  group 
leader  in  charge  of  missile  hydraulics. 

Q.  How  long  have  you  been  employed  by  Doug- 
las Aircraft?  A.     Since  June  29,  1939. 

Q.  And  you  have  been  in  your  present  job  for 
how  long,  Mr.  Simonick?  A.     May  1946. 

Q.  And  what  was  your  education,  your  college 
education,  Mr.  Simonick? 

A.  Well,  I  received  a  Bachelor  of  Science  and 
Bachelor  of  Aeronautical  Engineering  degrees  at 
the  University  of  Detroit,  Detroit,  Michigan. 

Q.     What  year  was  that?  A.     1933. 

Q.  Upon  leaving  the  university  where  did  you 
first  practice  your  profession? 

A.    At  Continental  Motors. 

Q.    Where  is  that  located?  A.     Detroit. 
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Q.  What  was  the  nature  of  your  duties  at  that 
organization  ? 

A.     Designing  layout  man  in  aircraft  engines. 

Q.  How  long  were  you  employed  at  Continental 
Motors  [418]  in  that  capacity? 

A.     Approximately  a  year. 

Q.    What  was  your  next  employment? 

A.  My  next  employment  was  with  Evans  Prod- 
ucts, also  of  Detroit.  [419] 

Q.  And  what  business  was  that  company  en- 
gaged in  at  that  time? 

A.  The  design  of — the  development  and  manu- 
facture of  instriunents,  pumps,  aircraft  pumps,  at 
that  time  boats,  air  conditioners,  automatic  loading 
devices  for  the  automotive  industry,  automatic 
transmissions,  and  carburetors. 

Q.  And  what  was  the  nature  of  your  duties  at 
that  organization? 

A.  I  started  as  design  layout  man  working  on 
boats.  Later  on  I  became  layout  man  on  hydraulic 
pumps,  worked  on  automatic  transmissions  as  lay- 
out man,  and  later  production  engineer,  and  did 
a  certain  amount  of  work  on  air  conditioners. 

Q.  Following  that  employment  where  did  you 
go? 

A.  Leaving  Evans  Products  I  went  to  the  Naval 
Aircraft  factory  for  a  short  time. 

Q.    Where  was  that  located  ? 

A.    Philadelphia. 

Q.     How  long  were  you  there? 

A.    About  four  months. 
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Q.  Following  that  experience,  did  yon  eome  to 
Douglas  at  that  time'?  A.     Yes,  I  did. 

Q.     And  in  what  year  was  that,  again? 

A.     In  1939 ;  June  of  1939.  [420] 

Q.  At  the  outset  of  your  employment  by  Doug- 
las, what  capacity  did  you  fillf 

A.  I  was  the  layout  man  on  superchargers,  and 
supercharger  gear  changers. 

Q.  Following  that  did  you  assume  some  other 
duties  ? 

A.  Following  that  I  became  for  a  short  period, 
aliout  four  months,  a  layout  man  on  hydraulics 
equipment.  Thereafter  I  became  lead  man,  a  posi- 
tion I  held  for  approximately  three  years,  until  I 
became  a  group  leader. 

Q.  And  that  is  group  leader  in  the  hydraulics 
groups;  is  that  correct?  A.     That  is  correct. 

Q.  Does  that  group  have  any  connection  with 
the  guided  missile  program  at  Douglas  Aircraft? 

A.    Yes,  it  has. 

Q.    How  long  has  it  had  such  a  connection? 

A.     Since  1946. 

Q.  Were  you  assigned  to  that  group  at  the 
same,  or  at  or  about  the  same  time  as  Douglas 
undertook  work  in  connection  with  the  guided  mis- 
sile program? 

A.  No,  Douglas  undertook  work  on  guided  mis- 
siles before  1946.  The  type  of  guided  missiles  or 
type  of  guidance  that  we  are  now  using  first  came 
into  being  in  1946.  At  that  time  I  was  first  man  on 
that  type  of  job. 
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Q.  Well,  generally  speaking,  Mr.  Simonick, 
what  function  [421]  does  the  hydraulics  group  per- 
form in  the  Douglas  missile  program? 

A.  We  design  the  hydraulics  components  of  the 
missiles,  and  also  the  related  linkages  that  actuate 
the  control  surfaces. 

Q.  And  does  that  also  involve  the  measurement 
of  the  movements  of  those  control  surfaces  in  the 
missile?  A.     Yes,  it  does. 

Q.  And  that,  in  turn,  involves  potentiometers, 
does  it?  A.    Yes. 

Q.  Are  the  potentiometers  used  in  connection 
with  your  work  used  both  for  telemetering  and  also 
for  control  purposes?  A.    Yes,   sir. 

Q.  And  are  adjustable  resistors  or  potentiom- 
eters used  as  a  component  part  of  the  entire  tele- 
metering system  which  is  incorporated  in  a  missile? 

A.    Yes,  sir. 

Q.  Now,  is  the  entire  telemetering  and  control 
system  that  is  contained  in  a  missile  a  complex 
structure,  or  is  it  a  simple  structure? 

A.     It  is  extremely  complex. 

Q.  And  one  of  the  components  in  that  complex 
structure  is  the  potentiometer;  is  that  correct? 

A.     That  is  correct.  [422] 

Q.     One  or  more  potentiometers? 

A.     That  is  correct. 

Q.  As  a  part  of  your  duties  at  Douglas  in  con- 
nection with  the  missile  program,  are  you  required 
to  be  familiar  with  and  understand  both  the  mech- 
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anical  and  electrical   functions  of  the  potentiom- 
eters used  in  connection  with  your  work? 

A.    Yes,  sir. 

Q.  Now,  in  May  of  1936,  or  thereabouts,  what 
type  of  potentiometers  were  bein^  used  for  the  pur- 
pose for  which  you  now  use  such  instruments  as 
are  produced  by  Mr.  Bourns? 

A.  Well,  we  began  our  designs  in  May,  1946. 
The  designs  had  gone  to  a  sketch  point  a  little  bit 
later  than  that.  At  that  time  we  were  using  a  rotary 
type  of  potentiometer. 

Q.  Manufactured  by  what  company,  or  compa- 
nies? A.     Fairchild  Camera  Company. 

Q.  That  is  the  Fairchild  Camera  and  Instru- 
ment Company  in  New  York,  is  it? 

A.    That  is  right. 

Q.  Were  there  any  other  manufacturers  that 
were  supplying  potentiometers  for  that  purpose? 

A.    Yes,  sir. 

Q.     What  other  manufacturers? 

A.    Well,  Giannini. 

Q.  Giannini  Instruments.  That  is  a  company  in 
Pasadena;  [423]  is  that  correct? 

A.     That  is  correct. 

Q.  Was  the  Chicago  Telephone  Supply  Company 
supplying  potentiometers  for  that  purpose  at  or 
about  that  time? 

A.    A  little  bit  after  that  time. 

Q.    In  what  year,  approximately? 

A.     '48.  I  would  say  around  '48. 
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Q.  Now,  was  any  specific  model  of  the  Giannini 
Instrmnent  used  primarily  for  that  purpose? 

A.  In  the  equipment  over  which  I  had  jurisdic- 
tion we  did  not  use  any  Giannini  potentiometers. 

Q.     Did  you  use  a  Fairchild  potentiometer? 

A.    We  did. 

Mr.  Pruitt:  I  will  ask  the  clerk  to  mark  this 
document  for  identification. 

The  Clerk:  Defendants'  Exhibit  H,  marked  for 
identification. 

(The  document  referred  to  was  marked  De- 
fendants' Exhibit  H,  for  identification.) 

Q.  By  Mr.  Pruitt:  Mr.  Simonick,  I  show  you 
a  sheet,  which  I  will  state  was  taken  from  the  cur- 
rent catalogue  of  the  Fairchild  Camera  and  In- 
strument Company,  and  showing  an  illustration  and 
specifications  of  a  Type  736  Fairchild  potentiom- 
eter, and  ask  you  if  the  potentiometer  you  were 
using,  as  indicated,  was  similar  to  that  model  shown 
in  [424]  Defendants'  Exhibit  H,  for  identification. 

Mr.  Lewis  E.  Lyon:  Just  a  moment.  I  will  ob- 
ject to  that  on  the  ground  that  there  is  no  pleading 
as  to  which  this  matter  could  be  material,  as  to 
prior  knowledge  of  use  by  Douglas,  that  no  notice 
was  given  of  any  such  reliance,  and,  further,  upon 
the  ground  that  the  question  asked  is  leading  and 
suggestive,  and  does  not  call  for  primary,  but  sec- 
ondary evidence. 

Mr.  Pruitt:  Your  Honor,  this  is  not  offered  in 
connection  with  the  prior  use,  but  merely  as  a  pre- 
liminary  question   to   examine   the   witness   about 
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the  methods  that  were  in  use  in  1946,  prior  to  the 
alleged  invention  by  Mr.  Bourns,  and,  further,  in 
rebuttal  to  the  testimony  that  Mr.  Bourns  gave  on 
the  same  subject,  as  to  what  people  were  doing  in 
the  missile  program  at  the  time  of  the  alleged  in- 
vention. 

Mr.  Lewis  E.  Lyon:  Still,  your  Honor,  if  any- 
thing is  to  be  relied  upon  either  to  show  anticipa- 
tion or  the  prior  state  of  the  art,  the  Code  requires 
30  days'  notice. 

The  Court:  I  think  the  form  of  the  question  is 
objectionable,  even  limited  as  it  is  to  the  scope  just 
mentioned. 

Mr.  Pruitt:  I  will  be  happy  to  reframe  it,  your 
Honor. 

The  Court:    All  right. 

Q.  By  Mr.  Pruitt :  Mr.  Simonick,  state  whether 
or  not  the  potentiometer  illustrated  is  similar  or 
the  same  type  of  Fairchild  potentiometer  used  in 
the  missile  program,  as  you  [425]  have  previously 
testified. 

Mr.  Lewis  E.  Lyon:  That  is  objected  to,  your 
Honor;  the  same  objection  as  previously  stated, 
and,  further,  on  the  ground  of  its  being  entirely  im- 
material. 

The  Court:  I  think  this  witness  is  an  expert, 
and  I  think  you  could  ask  him,  rather  than  giving 
him  a  comparative  question,  you  could  ask  him 
what  was  being  used.  Let  him  tell  tis  what  it  com- 
pares with,  or  what  type  it  is,  or  show  it  to  him 
and  ask  him,  "Have  you  ever  seen  one  of  these  be- 
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fore?"  Let  him  tell  us  what  it  is.  See  if  he  recog- 
nizes it  without  a  leading  question. 

Mr.  Pruitt:    Very  well,  your  Honor. 

Q.  By  Mr.  Pruitt:  Mr.  Simonick,  can  you  de- 
scribe what  type  of  Fairchild  potentiometer  was 
being  used  at  that  time? 

A.    Yes,  it  was  a  rotary 

Mr.  Lewis  E.  Lyon:  Just  a  moment.  I  object  to 
that  upon  the  ground  it  is  without  the  pleadings. 
Section  282  of  Title  35  of  the  United  States  Code 
requires  notice  of  any  such  material. 

The  Court:  He  is  trying  to  show  prior  use  by 
prior  art. 

Mr.  Lewis  E.  Lyon:  The  section  applies  to  prior 
art  and  requires  30  days'  notice  as  to  prior  art 
under  Title  35,  Section  282  of  the  United  States 
Code. 

Mr.  Pruitt :  I  am  also  trying  to  show,  if  I  might 
[426]  interrupt 

The  Court :  He  is  not  offering  it  to  show  the  con- 
dition of  the  prior  art,  but  showing  the  problem 
that  Mr.  Bourns  testified  existed  did  not  exist.  As 
he  has  said,  he  is  limiting  it  to  that  purpose,  and  he 
can  do  that.  I  am  familiar  with  the  rule  that  cer- 
tain types  of  prior  art  have  to  be  pleaded  if  they 
are  relied  on  as  anticipation,  and  that  prior  use 
must  be  pleaded  and  special  notice  given. 

Perhaps  the  relevancy  of  this  testimony  does  not 
appear  now  because  counsel  stated  he  was  putting 
the  witness  on  out  of  order. 
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Read  the  last  question,  please. 

(The  question  was  read.) 

The  Court:    Overruled. 

The  Witness:     I  beg  pardon? 

The  Court:    You  may  answer. 

The  Witness:  Substantially  the  type  shown  on 
this  exhibit. 

Mr.  Pruitt :  I  will  offer  this  for  the  limited  pur- 
pose which  I  previously  stated,  your  Honor,  as 
Defendants'  next  in  order. 

The  Court:    It  may  be  received. 

The  Clerk:    H  in  evidence. 

Mr.  Lewis  E.  Lyon:  I  will  object  before  the  re- 
ceipt, if  I  might,  on  the  ground  that  it  has  not 
been  properly  proven  or  identified,  and  on  the  fur- 
ther ground  that  it  cannot  serve  [427]  any 

The  Court:  You  can  bring  that  out  on  cross  ex- 
amination. Overruled. 

(The  document,  marked  Defendants'  Exhibit 
H,  for  identification,  was  received  in  evidence.) 

Q.  By  Mr.  Pruitt:  In  the  use  of  the  rotary 
potentiometers  which  you  have  mentioned,  was  some 
tj^pe  of  linkage  required  in  order  to  connect  the 
potentiometer  into  the  system*? 

A.    Yes,  there  was.  [428] 

Q.  What  type  of  linkage  was  used  for  the  pur- 
pose? 

A.  A  linkage  consisting  of  a  mounting  for  the 
potentiometer  that  could  be  externally  adjustable; 
a  gear  mounted  on  the  shaft  of  the  potentiometer 
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meeting  with   a   gear   on   a   driven   member   from 

which  we  desired  to  determine  position  location. 

Q.  Were  the  potentiometers  then  used  in  that 
manner  precision  instrmnents,  would  you  say? 

Mr.  Lewis  E.  Lyon:  That  is  objected  to  as  lead- 
ing and 

The  Court:     He  can  describe  it. 

Q.  By  Mr.  Pruitt:  What  type  of  potentiom- 
eters were  used  then  from  the  standpoint  of  accu- 
racy and  precision,  Mr.  Simonick? 

A.  Well,  the  potentiometers  used  at  that  time 
were  entirely  satisfactory  from  the  standpoint  of 
our  requirements. 

Mr.  Lewis  E.  Lyon:  Your  Honor,  I  move  to 
strike  that  as  not  responsive  to  the  question;  and 
also  as  entirely  too  indefinite  to  mean  anything. 

The  Court:  I  mil  go  further.  It  is  meaningless. 
I  don't  know  what  his  requirements  were. 

We  must  bear  in  mind  that  in  this  court  the  ex- 
pert's opinion  doesn't  rise  above  the  reasons  he 
gives  for  it,  and  an  expert  who  gives  me  general 
answers  without  giving  reasons  to  support  them,  I 
will  disregard,  you  see,  just  as  I  instruct  jurors  to 
disregard.  So  you  are  not  helping  your  cause  by 
[429]  putting  a  man  on  and  asking  him  leading 
questions  and  having  him  give  me  leading  answers 
and  meaningless  answers,  such  as  the  one  he  gave. 

Mr.  Pruitt:  All  right,  your  Honor.  I  will  bring 
it  out  more  definitely. 

The  Sourt :  I  am  striking  the  answer  not  because 
it  is  not  responsive,  because  that  isn't  a  good  ob- 
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jection  in  this  court.  In  the  state  court  it  is,  be- 
cause the  legislature  has  made  it  so.  It  is  not  a 
good  objection,  that  an  answer  is  not  responsive. 
If  the  answer  is  material  it  doesn't  have  to  be 
brought  out  by  a  particular  question.  But  the  stupid 
legislature  at  the  request  of  some  stupid  lawyers 
put  it  in  the  Code  of  California.  But  we  don't  rec- 
ognize that.  If  it  is  material,  it  doesn't  matter  that 
you  ask  him  the  question.  It  isn't  necessary. 

Q.  By  Mr.  Pruitt:  Was  the  rotary  pot  used 
in  the  manner  that  you  have  described  used  for 
the  same  or  similar  purpose  as  the  pots  that  you 
now  acquire  from  Mr.  Bourns? 

Mr.  Lewis  E.  Lyon:  Your  Honor,  we  object  to 
that  as  a  compound,  complex  question. 

The  Court:  Yes.  I  haven't  even  heard  that  he 
has  acquired  any  from  Mr.  Bourns.  He  hasn't  testi- 
fied to  that  effect.  I  don't  know  that  you  intend  to 
be  bound  by  the  statement  of  Mr.  Bourns,  so  you 
Avill  have  to  have  him  testify  that  he  is  doing  that, 
first.  [430] 

Q.  By  Mr.  Pruitt:  During  the  last  several 
years,  Mr.  Simonick,  has  Douglas  acquired  linear 
motion  potentiometers  from  the  Bourns  Labora- 
tories ?  A.     They  have. 

Q.  And  what  use  is  made  of  those  linear  mo- 
tion potentiometers  ? 

A.  They  are  used  to  measure  the  same  motions 
that  were  formerly  measured  by  the  rotary  potent- 
iometers. 
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Mr.  Lewis  E.  Lyon :  That  doesn't  mean  anything. 

Q.  By  Mr.  Pruitt:  How  do  the  results  com- 
pare between  the  use  of  the  linear  motion  potent- 
iometer for  that  purpose  and  the  rotary  motion  po- 
tentiometer for  that  purpose  in  1946? 

Mr.  Lewis  E.  Lyon:  Your  Honor,  I  am  going 
to  ol^ject  to  that  as  assuming  a  fact  not  in  evidence. 
Actually  it  is  a  comparative  question  for  which  the 
basis  is  not  before  the  court,  and  would  mean  abso- 
lutely nothing  in  the  evidence. 

The  Court:  I  will  overrule  the  objection.  Go 
ahead.  You  may  answer. 

The  Witness:  Will  you  repeat  the  question, 
please  ? 

The  Court:    Repeat  the  question. 

(The  question  referred  to  was  read  by  the 
reporter  as  follows:  "Q.  How  do  the  results 
compare  between  the  use  of  the  linear  motion 
potentiometer  for  that  [431]  purpose  and  the 
rotary  motion  potentiometer  for  that  purpose 
in  1946?") 

The  Witness:  The  results  are  identical,  you  can 
use  either  one. 

Q.  By  Mr.  Pruitt:  How  does  the  degree  of 
resolution  of  the  linear  motion  pots  which  you  have 
acquired  compare  to  the  resolution  of  the  potent- 
iometers then  used  for  those  purposes? 

A.     Comparable. 

Q.  How  do  the  windings  on  the  resistance  coil 
compare  with  respect  to  the  size  of  the  wires  used 
then  as  compared  to  now? 
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A.  The  wire  sizes  are  slightly  larger  than 
those  found  on  the  Bourns  jjot. 

Q.  What  size  wire  was  used  in  the  rotary  pots 
used  in  1946? 

A.     Two  thousands  in  diameter. 

The  Court:  The  construction  or  the  means  are 
different,  assuming  that  they  achieve  the  same  re- 
sult? 

The  Witness:    That's  right,  your  Honor. 

Q.  By  Mr.  Pruitt:  Were  the  rotary  pots  then 
used  for  the  purposes  described  reliable  electrically 
and  structurally  % 

A.     They  were  very  reliable. 

The  Court:    Why  did  you  change?  [432] 

The  Witness:  The  linkage  connecting  the  pot  to 
the  member  that  it  was  sensing  was  rather  expen- 
sive, and  by  switching  to  a  linear  tyi)e  potentiom- 
eter, rather  than  a  rotary,  we  were  able  to  achieve 
economies. 

Q.  By  Mr.  Pruitt:  Is  there  a  difference  from 
an  electrical  standpoint  between  the  principle  upon 
which  the  pots  used  in  1946  operated  and  the  prin- 
ciple upon  which  the  linear  motion  potentiometers 
now  operate? 

A.  If  by  principle  you  mean  rubbing  one  coil 
or  a  series  of  coils  with  an  electrical  connection, 
the  principle  is  no  different. 

Q.  In  your  opinion,  Mr.  Simonick,  was  a  major 
drawback  to  the  success  of  the  missile  program  in 
1946  the  use  of  the  rotary  motion  potentiometer 
with  linkage  as  you  have  described? 
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A.  Well,  if  I  may  state  it  this  way:  If  that 
were  the  only  drawback,  we  would  have  been  happy 
at  that  time. 

The  Court:    Well,  state  the  other  drawbacks. 

The  Witness:  Unfortunately,  there  were  a  lot 
of  other  drawbacks,  because  other  electrical  compo- 
nents lacked — the  state  of  the  art  of  other  electrical 
components,  as  well  as  other  components  in  the 
missile  from  propellants  on  down  to  hydraulic 
valves  were  in  a  far  worse  state  of  the  art  than 
potentiometers. 

Mr.  Lewis  E.  Lyon:  That  is  comparing  bad  eggs, 
I  take  [433]  it,  is  that  what  you  mean? 

The  Witness :  Well,  there  were  some  noteworthy 
points  that  were  reliable  in  those  days,  and  I  would 
say  offhand  potentiometers  were  one  of  the  most 
reliable  elements  we  had  in  those  days. 

Mr.  Lewis  E.  Lyon:    It  is  still  what  I  said. 

Mr.  Pruitt:    Are  you  finished,  Mr.  Lyon? 

Mr.  Lewis  E.  Lyon:    Yes. 

The  Court:    All  right. 

I  presume  I  set  a  bad  example.  I  am  permitted 
to  ask  a  question. 

Mr.  Lewis  E.  Lyon:  Pardon  me,  your  Honor. 
I  stand  corrected.  Rather,  I  sit  corrected. 

The  Court:  You  would  admit  that  the  linear 
potentiometer  introduced  some  advantages  and 
benefits,  other  than  mere  size  and  cost  that  made 
its  use  preferable  to  what  preceded,  is  that  correct? 

The  Witness:    The  fact  that  we  could  eliminate 
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some  of  the  costs  in  linkage  was  the  major  factor 

in  going  to  the  linear  type. 

The  Court:    Bulk? 

The  Witness:  No.  The  others  were  about  the 
same  size,  but  spread  a  different  way,  you  might 
say. 

Q.  By  Mr.  Pruitt:  Did  you  meet  Mr.  Bourns 
during  the  time  when  you  were  employed  in  your 
present  position  [434]  at  Douglas? 

A.    As  I  recollect,  it  was  the  latter  part  of  *48. 

Q.  At  that  time  did  Mr.  Bourns  demonstrate  to 
you  a  model  of  an  instrument  manufactured  by 
him?  A.    He  did. 

Q.  Can  you  describe  the  instrument  he  showed 
you  at  that  time? 

A.  Roughly  it  was  a  transitory  potentiometer 
with  a  three-sixteenths  diameter,  or  five  thirty- 
seconds  diameter  piston,  and  it  was  about  one  by 
one  square  and  I  think  it  was  around  four  inches 
long. 

Q.     You  say  that  was  sometime  in  1948? 

A.    As  I  remember. 

Q.  I  show  you  an  instrument  that  has  been  in- 
troduced in  evidence  in  this  matter,  which  is  Plain- 
tiff's Exhibit  6.  I  note  that  it  is  not  of  the  same 
length  as  you  have  described.  Is  that  model  similar 
to  the  one  that  you  have  just  described? 

Mr.  Lewis  E.  Lyon :    Wliich  one  is  that  ? 

Mr.  Pruitt:    Exhibit  6. 

The  Witness :    I  would  say  that  it  is,  yes. 

The  Court:    Is  that  the  transparent  one? 
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Mr.  Pruitt:    Yes. 

The  Court :  There  are  so  many  of  them  I  wanted 
to  keep  it  in  mind.  [435] 

Q.  By  Mr.  Pruitt:  Did  the  one  Mr.  Bourns 
showed  you  at  that  time  have  a  piston  of  circular 
section?  A.    Yes,  sir. 

Q.  Did  you  ever  purchase  an  instrument  from 
Mr.  Bourns — that  is,  by  ''you"  I  mean  Douglas 
Aircraft — which  is  identified  in  Plaintiff's  Ex- 
hibit 3  as  the  Bourns  model  No.  108? 

A.     Do  you  have  another  view  of  it?  Yes. 

Q.  Do  you  recall  whether  or  not  the  shaft  in 
that  device  rotates  with  respect  to  the  carrier  mem- 
ber for  the  contact  elements? 

A.  By  our  specifications  we  required  that  it 
rotate. 

Q.  Did  the  model  which  Mr.  Bourns  first  showed 
you  have  a  shaft  which  rotated  in  that  manner? 

A.     That  I  couldn't  say. 

Q.  Prior  to  the  time  that  you  first  saw  Mr. 
Bourns,  had  Douglas  Company  ever  considered 
manufacturing  a  potentiometer  in  a  rectalinear 
case?  A.     Yes,  we  did. 

Mr.  Lewis  E.  Lyon:  I  object  to  that  as  entirely 
immaterial,  as  to  whether  they  contemplated  going 
in  the  same  business  or  not. 

Mr.  Pruitt:  I  think  it  is  material,  your  Honor, 
to  show  that  the  development,  if  any,  was  obvious 
to  persons  who  were  skilled  in  the  art.  [436] 

The  Court:  That  carniot  be  testified  to  by  any- 
body. The  proof  of  the  pudding  is  in  the  eating. 
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The  fact  is  they  didn't  make  it,  but  they  are  buying 
it.  You  can't  prove  what  somebody  else  thought,  you 
know.  The  fact  is  that  many  of  these;  things  some- 
one thought  of  and  didn't  do  anything  about,  and 
then  somel)ody  thinks  of  it  and  achieves  something. 

Mr.  Pruitt:     I  understand  that. 

The  Court:  And  the  man  that  thouglit  and 
didn't  do  anything  about  it  can't  come  in  and  say, 
"That  is  nothing;  I  thought  of  it,  too,  and  didn't 
get  around  to  making  it."  Not  that  this  witness  so 
testified,  but  it  is  immaterial  testimony.  The  infer- 
ence is  to  be  drawn  from  facts,  not  from  some- 
body's thoughts. 

Strike  out  the  answer.  I  will  sustain  the  objec- 
tion to  the  question.  It  is  not  material. 

Q.  By  Mr.  Pruitt:  Mr.  Simonick,  I  show  you 
Plaintiff's  Exhibit  5,  which  is  identified  as  a  Bourns 
Model  114-1  potentiometer  and  ask  you  if  you  have 
ever  seen  one  of  that  type? 

A.     I  have  seen  one  similar  to  that,  yes. 

Q.  And  at  or  about  what  time  did  you  see  a 
potentiometer  of  that  type? 

A.     I  think  it  was  in  the  early  part  of  '51. 

Q.  Had  you  had  any  previous  discussions  with 
Mr.  Bourns  or  any  of  his  employees  with  respect 
to  the  feature  [437]  of  this  exhibit  in  employing 
a  side  lug? 

Mr.  Lewis  E.  Lyon:  Your  Honor,  I  am  going  to 
object  to  that  as  leading  and  not  a  proper  method 
of  examination.  If  there  was  a  conversation,  let's 
have  the  foundation  laid. 
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The  Court:  I  don't  know  what  it  is  related  to, 
except  it  is  subsequent  to  the  patent  application. 
The  patent  application  is  dated  February  20,  1948. 
Any  discussion  with  a  prospective  customer  as  to 
experiments  being  made  just  doesn't  mean  anything, 
doesn't  destroy  the  value  of  an  invention.  It  is 
quite  evident  that  he  was  discussing  them  and  try- 
ing to  figure  something  out  that  would  fit  the  par- 
ticular thing. 

Mr.  Pruitt:  Your  Honor,  this  is  not  offered  on 
the  patent  issue,  but  rather  to  show  that  the  Douglas 
Company  made  certain  requirements  for  the  in- 
strument purchased  by  Douglas,  and  I  want  to 
show  they  made  certain  requirements  of  the  de- 
fendants to  produce  instruments  that  the  customer 
required. 

The  Court:  That  doesn't  mean  anything.  What 
has  that  got  to  do  with  any  of  the  issues  in  this 
case? 

Mr.  Pruitt:  It  has  something  to  do  with  the 
charge  of  the  plaintiffs  that  the  defendants  have 
created  confusion  in  making  instruments  like  those 
of  the  plaintiff. 

The  Court :  I  don't  see  that  that  is  any  question, 
the  fact  that  they  made  demands. 

I  will  sustain  the  objection. 

Q.  By  Mr.  Pruitt:  Did  Douglas  ever  purchase 
any  of  [438]  the  Model  114  instruments  from  Mr. 
Bourns  ? 

A.  I  don't  recall  what — was  it  the  one  you 
showed  me? 
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Q.  Yes,  it  was  Plaintiff's  Exhibit  5  which  I 
show  you  again. 

A.     I  don't  recall  that  we  bought  any  like  that. 

Q.  Mr.  Simonick,  what  in  your  opinion  was  the 
})iggest  single  problem  in  connection  with  X)rocur- 
ing  for  Douglas'  purposes  a  linear  motion  potent- 
iometer that  would  work  satisfactorily  for  your 
purposes  1 

A.  Ingenuity  in  making  the  unit  small,  and  in- 
genuity you  might  say,  in  manufacture  of  the  parts, 
such  as  there  was  practically  no  backlash,  and 
things  of  this  type  are  generally  a  matter  of  mech- 
anical ingenuity  rather  than  electrical. 

Q.  I  show  you  now,  Mr.  Simonick,  what  is  iden- 
tified as  Defendants'  Exhibit  D  and  is  a  Bourns 
potentiometer  bearing  part  No.  8002925,  and  ask 
you  if  you  have  ever  seen  an  instrument  of  that 
character?  A.     I  have.  [439] 

Mr.  Pruitt:  I  hand  this  instrmnent  to  the  clerk 
in  disassembled  form,  and  ask  that  it  be  marked 
as  Defendants'  Exhibit  next  in  order,  for  identi- 
fication. 

The  Clerk:  Defendants'  Exhibit  I,  marked  for 
identification. 

(The    instrument   referred   to    was    marked 
Defendants'  Exhibit  I,  for  identification.) 

Q.  By  Mr.  Pruitt:  I  show  you  this  instrument, 
Mr.  Simonick,  in  disassembled  form,  and  ask  you 
if  you  have  ever  seen  an  instrmnent  like  that. 

A.    Yes. 

Q.     Can  you  identify  that  instrument? 
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A.    Yes. 

Q.    What  is  it?  A.    An  EdclifE. 

Q.  Now,  with  respect  to  Defendants'  Exhibit  D, 
in  the  manufacture  of  that  instrument  what  would 
be  the  effect  upon  the  electrical  qualities  of  that 
instrument  to  substitute  for  the  resistance  coil  con- 
tained therein  a  resistance  coil  from  a  rotary  mo- 
tion potentiometer'? 

Mr.  Lewis  E.  Lyon:  That  is  objected  to  as  en- 
tirely immaterial,  and  unless  the  two  were  a  rotary 
motion,  it  could  not  be  substituted. 

The  Court:  Overruled.  You  may  answer,  if  you 
can. 

The  Witness:  You  could  use  the  same  elements 
in  either —  [440]  the  same  resistance  elements  in 
either  the  rotary  or  the  transitory  type.  Of  course, 
in  the  rotary  type,  to  convert  it  into  a  linear  t3^e, 
you  just  have  to  take  the  arc  and  spread  it  flat. 

The  Court:  In  other  words,  the  two  parts  are 
not  interchangeable? 

The  Witness:    They  are  not  interchangeable. 

The  Court :  And  you  would  have  to  make  a  con- 
struction to  accommodate  one  or  the  other? 

The  Witness:  That  is  correct,  your  Honor.  If 
you  originally  made  a  rotary  potentiometer,  you 
could  not  take  the  element  out  of  it  and  make  it  a 
linear  potentiometer  without  doing  some  rework 
to  it. 

The  Court :  That  is  right.  Then  in  using  it,  you 
v/ould  have  to  have  a  different 

The  Witness:    That  is  right. 
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The  Court:    place  on  the  missile,  differently 

arranged,  depending  on  whether  you  used  the  one 
or  the  other;  isn't  that  correct? 

The  Witness :  As  I  understood  the  question,  your 
Honor,  I  thought  what  he  was  talking  about  j^ri- 
marily  was  the  resistance  element. 

The  Court :  Yes,  I  know  what  he  is  talking  about, 
but  I  also  know  what  I  am  talking  about. 

The  Witness :  Well,  it  is  pretty  hard  to  say  how 
you  could  [441]  take  a  rotary  actuator  and  convert 
it  into  a  linear  component,  without  component  mod- 
ification. 

The  Court:     That  is  right. 

Q.  By  Mr.  Pruitt:  Do  you  know  what  part,  if 
rjiy,  Douglas  played  in  the  design  of  the  instni- 
mcnits  which  I  have  displayed  to  you? 

Mr.  Lewis  E.  Lyon :    That  is  objected  to. 

The  Court:  The  objection  is  sustained.  There  is 
no  plea  of  joint  invention,  or  invention  by  others. 
You  are  not  attacking  it  on  that  ground. 

Mr.  Pruitt :  Your  Honor,  again,  as  I  understand 
the  plaintiff^s  theory,  they  have  attempted  to  prove 
that  the  defendants  have  copied  an  instiniment  of 
the  plaintiff's  and  have  sold  it  to  customers,  and 
that  the  customers  have  been  confused  with  respect 
to  which  instrument  is  plaintiff's.  I  think  I  am  en- 
titled to  show  through  this  witness  that  the  Douglas 
Company  required  that  the  instruments  have  a  sim- 
ilar appearance,  and  that  the  Douglas  Company  is 
not  confused  as  to  where  they  got  these  instru- 
ments. 
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The  Court:  You  cannot  prove  a  negative.  They 
didn't  offer  any  objection  as  to  the  Douglas  Com- 
pany. You  can't  prove  a  negative  that  way. 

Mr.  Pruitt:     They  did,  your  Honor. 

The  Court:  Not  as  to  this  witness.  This  witness 
may  not  have  been  confused,  but  another  witness 
may  have  been.  [442]  They  said  that  sometimes 
when  it  should  have  been  sent  to  one,  it  went  to 
another,  and  there  is  no  showing  that  it  went 
through  this  man.  He  is  an  expert  engineer.  Per- 
haps he  would  have  detected  the  difference.  The 
question  is  with  reference  to  the  mind  of  the  person 
who  was  buying.  He  is  not  in  the  purchasing  de- 
partment. He  is  an  expert  engineer.  He  probably 
would  be  objecting  if  we  called  him  a  salesman. 

Mr.  Pruitt:    I  am  not  calling  him  that. 

The  Court:  That  has  nothing  to  do  with  it.  You 
can  also  prove  a  negative,  too,  for  that  matter,  but 
you  can't  prove  it  this  way.  When  they  show  that 
the  gentleman  who  received  the  order  shipped  it 
from  one  to  the  other,  you  cannot  prove  by  an  en- 
gineer the  fact  he  would  not  have  been  confused  by 
that,  because  then  you  are  disproving  nothing. 

Mr.  Pruitt :  I  will  lay  a  further  foundation,  your 
Honor. 

Q.  By  Mr.  Pruitt:  Mr.  Simonick,  what  part, 
if  any,  do  you  play  in  the  procurement  of  potent- 
iometers for  use  in  the  program  that  you  have 
described  ? 

A.     Together  with  the  equipment  group  at  Doug- 
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las,  we  place  the  requisitions  for  the  potentiometers 

with  the  purchasing  department. 

Q.  And  in  those  requisitions  do  you  state  what 
sources  should  be  used  for  the  procurement  of  the 
instruments'?  [443]  A.    Yes,  we  do. 

Q.  In  connection  with  Douglas  part  No.  8002925 
who  were  the  authorized  sources  of  which  the  pur- 
chasing depai'tment  was  advised*? 

A.  We  authorized  the  purchasing  department  to 
deal  with  Bourns,  Edcliff,  and  Giannini. 

Q.  And  did  your  department  prepare  specifica- 
tions to  be  forwarded  to  the  approved  sources'? 

A.     Yes,  we  did. 

Q.     T(.  whom  were  the  specifications  forwarded? 

A.  The  specifications  were  forwarded  through 
our  purchasing  agent  to  the  three  vendors  that  I 
named. 

Mr.  Pruitt:  I  hand  the  clerk  a  folder  and  ask 
that  it  be  marked  as  the  defendants'  next  in  order, 
for  identification. 

The  Clerk:  Defendants'  Exhibit  J,  marked  for 
identification. 

Q.  By  Mr.  Pruitt:  I  show  you,  Mr.  Simonick, 
Defendants'  Exhibit  J,  for  identification,  and  ask 
you  if  you  will  review  that  and  tell  what  that  docu- 
ment is. 

Mr.  Lewis  E.  Lyon:  I  think  the  document  speaks 
for  itself  as  to  what  it  is. 

The  Court :  That  is  all  right.  The  witness  may  de- 
scribe it.  I  don't  know  what  it  is. 
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The  Witness:  Douglas  spec-control  drawing  for 
that  single  potentiometer.  [444] 

Q.    ByMr.  Pruitt:    Por  part  8002925  ? 

A.     '2925. 

Q.  And  are  these  the  specifications  that  were 
forwarded  to  the  three  approved  sources  that  you 
previously  mentioned?  A.     That  is  correct. 

Mr.  Pruitt:  I  will  ask  you  to  identify  in  this 
document  the  specification,  if  any,  relating  to  the 
external  configuration  and  appearance  of  the  in- 
strument. 

The  Court:  Does  that  have  a  date,  Mr.  Simonick? 

The  Witness:  Yes,  sir.  There  is  a  date  of  the 
original  release  on  here.  10 — no,  let's  see.  Here  is 
one  date  here.  These  things  are  subject  to  engi- 
neering changes,  and,  consequently,  they  may  not 
have  the  same  date.  Substantially,  at  October  15th. 

The  Court:    1951? 

The  Witness:    1953. 

The  Court:     '53.  All  right. 

Mr.  Pruitt:  Now,  will  you  read  the  question, 
please  ? 

(The  question  was  read.) 

The  Witness:  This  document  does  give  the  ex- 
ternal  

Mr.  Lewis  E.  Lyon:  I  renew  my  objection  to 
something  that  is  in  1953.  The  specification  cer- 
tainly has  no  materiality  to  a  suit  filed  here  in  1951. 

The  Court:  On  the  question  of  unfair  competi- 
tion we  take  it  right  up  to  the  date  of  trial.  [445] 

Mr.  Lewis  E.  Lyon:     Suppose  this  witness  says 


Marian  E.  Bourns  321 

(Testimony  of  Virgil  F.  Simonick.) 

thvy  make  one  exactly  like  Bourns.  Does  that 

The  Court:    Let's  not  argue. 

Mr.  Lewis  E.  Lyon:  I  don't  want  to  argue  it,  but 
I  don't  want  to  keep 

The  Court:  That  is  all  right.  I  don't  know  what 
he  is  trying  to  do.  I  think  he  is  trying  to  prove  they 
delineated  it,  and  it  was  up  to  them  to  go  and  pro- 
duce it. 

As  a  matter  of  fact,  if  I  told  them  that  I  wanted 
something,  and  they  went  ahead  and  made  it,  and 
you  invented  it,  it  is  still  an  invention,  unless  it 
just  described  something  that  anyone,  any  elec- 
trician with  a  pair  of  pliers  could  have  put  to- 
gether. Bat  that  does  have  a  bearing  on  the  ques- 
tion of  unfair  competition,  whether  they  laid  OTit 
the  specifications. 

Of  course,  the  weakness  of  that  situation  is  this: 
When  they  knew  that  there  were  competitors  in 
the  market,  it  wasn't  up  to  them  to  decide  who  was 
prior.  They  said,  "We  like  this  kind  of  thing,  and 
whoever  gives  it  to  us,  we  will  take  it."  So  what? 
What  effect  does  that  have  on  the  trier  of  fact? 
None. 

Mr.  Lewis  E.  Lyon :    That  is  my  point. 

The  Court:  Suppose  a  man  invents  a  thing,  and 
the  man  says,  ''I  want  something  like  it."  Suppose 
he  actually  told  Pitzer,  ''See  if  you  can  make  some- 
thing like  this  for  me,"  and  Pitzer  went  out  and 
imitated  the  other  man's  invention.  That  [446] 
would  not  excuse  it.  That  would  not  make  unfair 
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competition  fair  competition,  because  this  gentle- 
man knowing  of  it,  hearing  of  it,  and  having  in 
mind    the    other    invention,    asked    for    something 
similar. 

The  Witness:  Your  Honor,  may  I  change  my 
statement  relative  to  the  dates  on  here? 

The  Court:    Yes. 

The  Witness:  We  have  redrawn  this,  and  some 
of  our  drawings  are  changed  many  times  at  the 
instance  of  the  Ordnance  Department,  to  conform 
with  their  changing  practices.  I  notice  it  was  orig- 
inally drawn  on  June  1,  1951. 

Mr.  Lewis  E.  Lyon:  Then,  your  Honor,  we  will 
object  to  the  receipt  of  this  as  not  the  best  evidence. 
Let's  have  the  1951  one,  and  not  this  one. 

The  Court:  That's  all  right.  Let's  go  on.  If  we 
quibble  like  this  over  small  matters,  we  will  never 
get  through. 

Mr.  Lewis  E.  Lyon :  No,  we  don't  want  to  quibble, 
your  Honor,  but  we  want  to  know  what  this  is. 

The  Court:  I  am  not  interested.  I  am  going  to 
disregard  a  lot  of  these  small  matters.  I  am  sitting 
without  a  jury,  and  I  know  what  is  material  and 
what  is  not  material.  So  if  I  let  in  something  that 
is  not  material,  I  will  just  junk  it  later  on. 

Mr.  Pruitt:  I  will  offer  this  as  the  defendants' 
next  [447]  in  order. 

The  Court :    It  may  be  received. 

The  Clerk:    J  in  evidence. 
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(The  document  referred  to,  marked  Defend- 
ants' Exhibit  J,  for  identification,  was  received 
in  evidence.) 

[See  Book  of  Exhibits.] 

Q.  By  Mr.  Pniitt :  In  connection  with  the  prep- 
aration of  those  drawings,  Mr.  Simonick,  what  part 
did  you  play,  if  any*? 

A.  I  was  responsible  for  obtaining  an  external 
configuration  or  envelope  that  would  fit  within  the 
limited  space  we  had  available.  Also,  I  was  par- 
tially responsible  for  seeing  that  it  had  proper 
life  characteristics,  and  that  the  mechanism  looked 
as  though  it  were  trustworthy  and  of  good  design. 

Q.  And  was  some  other  official  at  Douglas  re- 
sponsible for  the  other  portions  of  the  specifica- 
tions? A.    Yes. 

Q.    Who  was  that? 

A.  To  which  specification  are  you  referring? 
Generally,  or  this  particular  one? 

Q.     This  particular  model. 

A.  That  particular  model,  yes,  other  people 
were  responsible  for  it.  In  fact,  there  were  several 
people  responsible  for  the  other  portion. 

Q.     Can  you  identify  those  persons? 

A.  At  the  start  of  the  program  Mr.  Everett 
Pier,  now  [448]  deceased,  was  in  charge,  and  under 
him  and  most  directly  concerned,  he  had  several 
assistants  to  handle  it,  one  of  whom  was  Walter 
Shavell,  now  at  the  Giannini  Company :  Mr.  Waters 
of  the — Mr.  Robert  Waters  of  the  Douglas  Air- 
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craft   Company;    and   later   Mr.   Aldinger    of   the 

Douglas  Company,  and  Mr.  Rex  Cruize. 

Q.  What  determines  the  requirements  of  Doug- 
las with  respect  to  the  size,  shape,  and  dimensions 
of  the  instruments  required  by  you? 

A.  The  space  in  which — the  limited  space  in 
which  it  has  to  fit. 

Q.  Now,  were  those  loarticular  characteristics 
that  are  shown  in  the  drawing  with  respect  to  the 
two  instriunents  you  have  identified  based  upon 
sketches  that  were  submitted  to  you,  or  to  anyone 
else  at  Douglas,  to  your  knowledge,  by  Mr.  Goep- 
pinger  of  the  Bourns  Laboratories'? 

A.  The  envelope  drawing,  as  shown  in  the  speci- 
fication, was  the  result  of  our  working  jointly  with 
all  three  vendors,  and  laying  out  the  missile  sj^ace 
that  was  available  to  them.  Actually,  the  people 
who  determined  the  envelope  size  and  shape  more 
than  anyone  were  the  people  who  did  not  actually 
make  production  units  for  them,  the  Giannini  Com- 
pany. 

The  Court:  These  things  are  not  bought  in  the 
open  market,  but  they  are,  to  some  extent [449] 

The  Witness:    Special. 

The  Court:     Special,  like  custom  made? 

The  Witness:     That  is  right. 

The  Court:  As  they  did  in  olden  times.  For  in- 
stance, have  you  had  a  pair  of  custom  made  shoes? 

The  Witness:    No. 

The  Court:  No?  I  guess  not  in  this  country.  In 
other  words,  it  isn't  like  going  to  a  hardware  store 
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and  buying  parts,  but  you  are  dealing  with  very 
sensitive,  high-precision  instruments,  anil  you  need 
certain  things,  and  you  go  out  in  the  market  and 
find  something  that  fits,  and  then  you  see  if  it  can 
fit  into  your  particular  plane,  and  then  you  order; 
isn't  that  correct? 

The  Witness:  That  is  correct.  We  usually  find 
the  people  who  are  interested  in  this  type  of  work 
have  a  rough  idea  of  the  size  and  shape  of  the  thing, 
and  we  ask  them  if  they  can  fit  their  particular 
design  principles  into  our  particular  shape. 

The  Court:  Particular  shape.  That  is  right.  All 
right. 

Q.  By  Mr.  Pruitt:  Did  Mr.  Rex  Cruize  par- 
ticipate in  any  way  in  the  preparation  of  the  1951 
specifications  you  have  just  identified? 

A.  Speaking  from  the  standi:)oint  of  determin- 
ing the  envelope,  the  outer  configuration,  I  can  say 
no.  This  is  not  normally  Mr.  Cruize 's  responsibility. 
It  strictly  [450]  has  to  do  with  the  electrical  re- 
quirements in  it,  mechanical  requirements  of  put- 
ting the  thing  in  its  place. 

Q.  And  when  did  Mr.  Cruize  assume  that  func- 
tion, to  the  best  of  your  knowledge? 

Mr.  Lewis  E.  Lyon:  Your  Honor,  I  object  to 
that  on  the  ground  it  assumes  a  fact  not  in  evidence. 
He  didn't  say  he  did. 

The  Court:  Yes,  he  said  that  he  was  in  charge. 
Go  ahead.  You  may  answer. 

The  Witness:    To  the  best  of  my  knowledge,  he 
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got  into  this  program  in  1952,  about  August  or 

September. 

The  Court :    And  he  was  a  Douglas  employee  ? 

The  Witness:    Yes,  sir. 

Q.  By  Mr.  Pruitt:  In  what  year,  if  you  know, 
did  Douglas  first  purchase  the  model  118  from  Mr. 
Bourns?  I  again  show  you  Defendants'  Exhibit  D, 
which  is  before  you. 

A.  This  one?  Are  you  asking  me  when  did  we 
first  buy  these? 

Q.    Yes., 

A.  Our  requisitions  for  the  purchase  of  these 
was  early  in  '51. 

Q.     1951?  A.     That's  right. 

Q.  Do  you  know  when  you  actually  received  pro- 
duction units  of  this  model,  which  you  have  just 
seen? 

A.  No,  sir,  I  don't,  because  another  company 
was  an  [451]  intermediary  in  the  production 
process,  and  I  don't  know  when  they  stopped. 

Q.     What  other  company  was  that? 

A.    Bendix. 

Q.  When  did  Bendix  first  become  associated 
with  Douglas  in  the  program? 

A.  Well,  as  I  recall,  it  was  in  the  latter  part  of 
June,  of  1951. 

Q.  Was  Bendix  producing  some  equipment  for 
Douglas?  Is  that  correct? 

A.    I  don't  believe 

Q.     Subsequent  to  June,  1951  did  Bendix  pro- 
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duce  certain  assemblies  of  equipment  for  Douglas 

Aircraft?  A.     That  is  quite  right. 

Q.  And  did  those  assemblies  incorporate  the 
models  of  instruments  which  are  identified  as  De- 
fendants' Exhibit  D? 

A.     That  is  correct.    [452] 

Q.  After  the  preparation  of  the  specifications 
which  you  have  identified,  do  you  know  whether  or 
not  the  suppliers  presented  prototypes  of  the  re- 
quested model  to  Douglas*? 

A.  In  order  to  get  our  approval  to  go  into  pro- 
duction, they  must  have  submitted  prototypes. 

Q.  Did  you  see  any  of  the  prototype  models 
that  were  submitted? 

A.  I  don't  recall  of  having  seen  them.  The  pro- 
totypes normally  don't  go  to  me  first,  they  go  to  the 
(^lectrical  department  that  passes  on  electrical  char- 
acteristics before  I  am  show^n  the  thing. 

Q.  Did  you  ultimately  approve  a  prototype  that 
was  forwarded  to  you  by  Mr.  Bourns? 

A.  Approval  of  the  prototype,  except  for  ex- 
ternal dimensions,  is  not  within  my  province.  That 
is  in  the  hands  of  the  equipment  engineer,  essen- 
tially electrical  engineer. 

Q.  Do  you  know  whether  or  not  the  Bourns 
prototype  of  that  model  was  accepted  by  Douglas? 

A.  I  assume  that  it  was,  because  we  bought  some 
in  iDroduction. 

Q.  Would  your  answer  be  the  same  with  re- 
spect to  the  model  produced  by  the  defendant  Ed- 
cliff?  A.    That  is  right. 
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Q.  Mr.  Simonick,  have  you  ever  seen  an  instru- 
ment manufactured  and  sold  to  Douglas  by  Ed- 
cliff  Instruments  [453]  which  did  not  have  the  Ed- 
cliff  name  imprinted  on  the  instrument? 

A.     I  have  not. 

Q.  Are  you  familiar  with  the  procedure  fol- 
lowed by  Douglas  Aircraft  in  returning  instru- 
ments to  suppliers  for  rework  when  necessary? 

A.    Yes,  sir. 

Q.     Will  you  describe  that  procedure,  please? 

A.  The  fact  that  it  is  to  be  returned  infers  that 
it  is  being  rejected  for  some  particular  reason,  it 
must  be  rejected  by  an  inspector;  the  inspector 
writes  his  tag  in  copy  form,  several  copies.  One  of 
the  copies  goes  to  the  purchasing  department,  who 
acts  upon  his  rejection,  and  writes  shipping  papers 
to  the  shipping  department,  authorizing  the  ship- 
ping department  to  send  them  back  to  the  vendor. 
At  the  same  time  the  purchasing  department  au- 
thorizes the  transfer  of  the  parts  from  the  inspec- 
tion department  to  the  shipping  department.  At 
the  same  time  a  copy  is  given  to  the  stock  people 
so  that  they  know  where  the  part  is. 

Q.  The  purchasing  department  gets  the  memo- 
randum from  the  inspector  who  rejected  the  instru- 
ment; does  the  purchasing  department  get  the  in- 
striunent  itself?  A.     Not  that  I  know. 

Q.     As  I  understood  it 

A.  They  shuffle  paper;  they  don't  look  at  physi- 
cal parts,  it  is  just  so  much  paper  to  them.  [454] 

Q.    Is  it  your  testimony  that  the  purchasing  de- 
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partmerit  handles  the  paper  work  and  then  directs 
the  receiving  department  to  send  the  item  to  tlie 
shipping  department  for  return? 

A.     ^lliat  is  correct. 

Q.  When  you  are  considering  purchasing  a  tyx)e 
of  potentiometer  for  use  in  a  program,  do  you 
liave  any  contact  with  the  suppliers  of  those  items, 
or  i^rospective  suppliers  of  those  items? 

A.  Yes,  we  do.  Generally  from  our  association 
with  other  people  in  the  same  business,  that  is, 
missile  or  aircraft  people,  we  know  of  many  people 
who  are  interested  in  supplying  certain  types  of 
equipment,  and  we  usually  try  to  contact  each  of 
them. 

Q.  And  from  time  to  time  have  you  contacted 
the  Bourns  Laboratories  with  respect  to  instru- 
ments produced  by  that  company? 

A.  I  personally  have  never  contacted  Bourns 
Lab.  Our  equipment  section  handles  that  part,  be- 
cause the  final  specifications  come  out  under  their 
jurisdiction. 

Q.    I  see. 

Mr.  Pruitt:  Your  Honor,  if  we  could  have  about 
a  five-minute  recess  I  think  I  could  finish  with  this 
witness  very  shortly. 

The  Court:  All  right.  [455]  (Recess  taken.) 

The  Court:    All  right. 

Q.  By  Mr.  Pruitt:  Mr.  Simonick,  do  you  recall 
the  date  on  which  the  envelope  specifications  for 
the  Douglas  No.  8002925  were  first  issued? 

A.    Yes,  in  June  of  1951. 
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Q.  To  your  knowledge  did  Douglas  ever  pur- 
chase a  ten  and  a  quarter  inch  stroke  potentiometer 
from  the  defendants  in  this  easel 

A.    Yes,  they  did. 

Q.  I  show  you  plate  19  of  Plaintiff's  Exhibit  3, 
and  ask  you  if  that  is  the  potentiometer  you  re- 
ferred to?  A.    Yes. 

Q.     At  or  about  what  date  did  you  purchase 

How  many  potentiometers  of  the  Model  E-1  of 
defendant  did  you  purchase  ? 

A.     There  weren't  very  many.  Maybe  four  or  six. 

Q.     You  don't  remember"? 

A.     Four  or  six,  or  something. 

Q.  At  or  about  what  date  did  you  purchase 
those  instruments? 

A.     It  was  probably  in  March  of  1951. 

Q.  Did  you  have  any  discussions  with  any  rep- 
resentative of  Edcliff  concerning  those  instruments 
prior  to  the  purchase  thereof  by  Douglas?  [456] 

A.  Yes,  we  had  several  discussions  with  Edcliff 
prior  to  the  purchase  of  those  particular  potentiom- 
eters. 

Q.  What  individual  at  Edcliff  did  you  have 
those  discussions  with? 

A.     Dillon;  Mr.  Dillon. 

Q.  What,  if  any,  of  the  characteristics  relating 
to  size  and  shape  was  specified  by  Douglas  in  con- 
nection with  that  instrument? 

A.  All  the  external  dimensions  except  for  the 
diameter  of  the  rod. 

Q.    Did  Edcliff  submit  drawings  of  that  instru- 
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ment  to  you  prior  to  the  i)urchas(;  of  it  by  Douglas ? 

A.  They  submitted  a  sketch  of  the  instrument 
prior  to  our  purchase. 

Q.  Upon  presentation  of  the  sketch  did  you  rec- 
ommend the  purchase  of  that  instrument  from  Ed- 
cliff  Instruments?  A.     Yes,  sir. 

Mr.  Pruitt :    No  further  questions,  your  Honor. 

The  Court:    All  right. 

Mr.  Lewis  E.  Lyon:    No  cross  examination. 

Mr.  Piniitt:*   Thank  you,  Mr.  Simonick.  [457] 
***** 

ROBERT  R.  WATERS 

called  as  a  witness  by  the  defendants,  being  first 
sworn,  was  examined  and  testified  as  follows: 

The  Clerk:    What  is  your  name,  please? 

The  Witness:    Robert  R.  Waters. 

Direct  Examination 

Q.  By  Mr.  Pruitt:  Where  do  you  reside,  Mr. 
Waters  ? 

A.    9631  LaTijera  Boulevard,  in  Los  Angeles. 

Q.    By  whom  are  you  employed? 

A.     Douglas  Aircraft  Company. 

Q.     For  how  long  have  you  been  so  employed? 

A.     Four  years. 

Q.     What  was  your  education,  Mr.  Waters? 

A.  Bachelor  of  Science  and  Master  of  Science 
in  electrical  engineering  at  Cal  Tech  as  of  1950. 

Q.  Did  you  commence  working  for  Douglas  Air- 
craft immediately  after  your  graduation  or  receipt 
of  your  degrees  from  Cal  Tech? 
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A.     That  is   correct. 

Q.  In  what  capacity  were  you  first  employed  by 
Douglas  ? 

A.  As  a  research  lab  analyst  working  on,  pri- 
marily, testing  of  instruments.  [458] 

Q.  What  is  your  present  employment  at  Doug- 
las? 

A.  I  am  a  designer  doing  preliminary  design 
work. 

Q.  Has  your  work  at  Douglas  involved  specifi- 
cations and  approval  of  potentiometers  acquired  for 
use  in  connection  with  the  missile  program  of 
Douglas  Aircraft?  A.    Yes,  sir,  it  did. 

Q,    And  does  it  at  the  present  date? 

A.     It  does  not. 

Q.  And  for  how  long  a  period  were  you  in  the 
department  dealing  with  the  acquisition  of  potent- 
iometers for  use  in  the  missile  program? 

A.  I  am  still  in  the  same  section,  but  I  had  that 
responsibility  for  perhaps  two  years,  after  1951. 

Q.  In  what  capacity,  if  any,  do  you  participate 
in  the  procurement  of  linear  motion  potentiometers 
in  connection  with  the  missile  program  ? 

A.  I  wrote  the  requisition  which  is  sent  to  the 
purchasing  department  for  most  of  the  potentiom- 
eters bought  between,  say,  early  '51  and  late  '52. 

Q.  And  prior  to  recommending  the  purchase  of 
potentiometers  do  you  prepare  electrical  specifica- 
tions for  the  potentiometers  required  by  Douglas? 

A.     That  is  correct. 

Q.    When,  if  you  recall,  were  the  specifications 
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made  for  the  Douglas  part  number  8002925  ?  [459] 

A.     Is  that  the  single  potentiometer? 

Q.     The  single  potentiometer,  yes. 

A.     That  was  in  late — middle  to  late  1951. 

Q.  I  show  you  now  Defendants'  Exhibit  J  and 
ask  you  if  these  are  the  current  specifications  for 
that  model  potentiometer? 

A.  These,  I  believe,  reflect  all  of  the  changes  up 
— well,  dated  October  '53.  Any  changes  further  than 
these,  I  believe,  are  still  in  the  system.  So  these  are 
the  latest. 

Q.  That  represents  the  specifications  from  June 
1951  corrected  through  October  1953,  is  that  cor- 
rect? 

A.  That  is  correct.  I  notice  there  is  "G"  change. 
That  is  how  many  changes  have  been  made  on  it. 
But  in  each  case  it  w^as  brought  up  to  date. 

Q.  In  connection  with  the  specifications  which 
you  have  just  identified,  did  you  participate  in  the 
preparation  of  any  of  the  electrical  specificatioiis 
therein  contained? 

A.     That  is  correct,  that  was  my  responsibility. 

Q.  What  types  of  electrical  requirements  are 
set  forth  in  those  specifications? 

Mr.  Lewis  E.  Lyon:  Objected  to,  your  Honor,  on 
the  ground  the  specifications  speak  for  themselves. 

The  Court:    Overruled. 

The  Witness:  In  general,  the  accuracy  and 
change  of  [460]  electrical  calibration  and  other 
electrical  characteristics  to  j^roperly  describe  how 
it  will  operate  in  its  intended  circuit.  [461] 
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Q.  By  Mr.  Pruitt:  Now,  were  the  instruments 
covered  by  those  specifications  purchased  for  a 
specific  use  by  Douglas  Aircraft  Company? 

A.     Correct. 

Q.  Did  Mr.  Cruize  participate  in  the  develop- 
ment of  the  original  specifications  of  that  model 
number  ? 

A.     No,  sir,  not  the  original. 

Q.  Prior  to  the  preparation  of  those  specifica- 
tions, did  you  confer  with  prospective  suppliers 
concerning  those  specifications'?  A.    We  did. 

Q.  What  supplier  or  suppliers  did  you  speak 
to  in  that  connection? 

A.  Bourns  Labs,  Edcliff  Instruments,  and  Gian- 
nini.  Inc. 

Q.  Had  you  met  representatives  of  Edcliff  In- 
struments prior  to  the  commencement  of  the  dis- 
cussions with  them  with  respect  to  the  particular 
instrument  covered  by  those  specifications? 

A.    Yes;  yes. 

Q.  At  or  about  what  date  did  you  first  meet  a 
representative  of  Edcliff  Instruments? 

A.     It  was  in  December,  of  1950. 

Q.  At  that  time  whom  did  you  speak  to  repre- 
senting Edcliff  Instruments?   [462] 

A.  It  was  either  Mr.  Pitzer  or  Mr.  Dillon.  I  am 
not  sure  which.  I  believe  it  was  Mr.  Dillon. 

Q.  And  what  did  Mr.  Dillon  say  to  you,  in  sub- 
stance, and  what  did  you  say  to  him,  in  substance, 
at  that  meeting  ? 

A.    He  presented  himself  as  a  prospective  man- 
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ufacturer  of  potentiometers,  and  he  wanted  to  know 
of   our   requirements   for  potentiometers,    and   we 
told  him  the  status  at  that  time  of  what  we  wanted. 

Q.  Do  you  recall  now  what  it  was  that  you  did 
want,  and  what  you  did  tell  Mr.  Dillon  you  wanted  ? 

A.  We  were  in  the  process  of  evolving  the  re- 
quirements for  the  single,  dual,  and  triple  potent- 
iometers we  have  here.  We  told  him  of  the  require- 
ments as  they  existed  at  that  time.  In  common  with 
other  prospective  manufacturers,  we  kept  bringing 
them  up  to  date  according  to  our  thinking. 

Q.  As  of  that  date  had  Douglas  ever  purchased 
from  Bourns  Laboratories  an  instrument  similar  to 
Defendant: '  Exhibit  D,  which  I  show  you  ? 

A.     No,  sir,  not  at  the  beginning  of  1951. 

Q.  Had  Douglas  purchased  from  anyone  an  in- 
strument similar  to  that  instmment  at  or  about 
that  date,  that  is,  in  December,  1950? 

A.  By  similar,  you  mean  similar  in  appearance? 
No. 

Q.  Did  you  discuss  with  the  three  suppliers  that 
you  [463]  mentioned  the  various  requirements  of 
those  specifications?  A.    We  did. 

Q.  And  it  was  over  the  period  from  January, 
1951,  until  June,  1951,  when  they  were  first  issued; 
is  that  correct? 

A.     That  is  about  right,  yes,  sir. 

Q.  Did  you  request  or  receive  prototypes  of  the 
single  instrument  covered  by  those  specifications 
from  any  of  the  suppliers  with  w^hom  you  had  had 
the  discussions? 
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A.  As  a  single  instrument,  I  am  not  certain. 
We  received  prototypes  of  instruments,  which  were 
either  for  single  or  multiple  purposes,  from  both 
Edcliff  and  Bourns  Labs. 

Q.  And  at  or  about  what  date  did  you  receive 
those  prototypes? 

A.     That  was  early  in  '51. 

Q.  In  the  materiel  ordered,  that  you  send  to 
the  purchasing  department,  do  you  specify  what 
sources  may  be  used  for  the  procurement  of  that 
materiel  ? 

Mr.  Lewis  E.  Lyon:  That  is  objected  to  on  the 
ground  that  those  matters  are  in  writing,  and  the 
writings  should  be  produced. 

The  Court:    No.  Overruled. 

The  Witness:  Quite  frequently  we  do  specify 
specific  suppliers  when,  in  engineering  judgment, 
we  feel  that  that  is  proper.  Many  times  we  allow 
the  purchasing  department  to  buy  on  strictly  a 
price  and  delivery  basis.  [464] 

Q.  By  Mr.  Pruitt:  In  connection  with  the  pro- 
posed purchase  of  the  Douglas  part  No.  8002925, 
being  the  single  instrument,  did  Douglas  specify 
the  approved  sources  for  those  instruments? 

A.    We  did. 

Q.    And  who  were  the  approved  sources? 

A.  We  authorized  them,  or  recommended  that 
the  purchasing  department  contact  Giannini,  Ed- 
cliff,  and  Bourns  Labs. 

Q.  Is  it  the  policy  of  the  Douglas  Aircraft  Com- 
pany, so  far  as  you  know,  to  have  more  than  one 
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source  for  material  used  by  it  in  connection  \vi1li 

tlu^  guided  missile  program? 

Mr.  Lewis  E.  Lyon:  That  is  objected  to  on  the 
ground  there  is  no  foundation  laid  to  show  this 
witness  has  any  knowledge,  or  any  voice  in  any  such 
policy  program. 

The  Court:     Overruled. 

The  Witness:  Would  you  repeat  the  question, 
please  ? 

The  Court:  He  doesn't  understand  the  question. 
Read  it,  please? 

(The  question  was  read.) 

The  Witness:  When  possible,  without  undue 
cost,  it  is  ab,;ays  considered  desirable. 

The  Court:  It  is  good  business  to  always  have 
more  than  one  source  of  supply,  isn't  it? 

The  Witness:     Quite  right.  [465] 

Q.  By  Mr.  Pruitt:  Do  you  know  if  the  Douglas 
part  No.  8002925  which  was  purchased  from  the 
Bourns  Laboratories  was  purchased  for  incorpora- 
tion into  devices  manufactured  by  Douglas  for  the 
United  States  Government? 

A.     That  is  correct. 

Mr.  Lewis  E.  Lyon:  That  is  objected  to,  your 
Honor,  on  the  ground  there  is  no  foundation  laid. 

The  Court:     Overruled. 

The  Witness:    That  is  correct. 

Q.  By  Mr.  Pruitt:  Would  your  answer  be  the 
same  as  to  those  devices  purchased  from  the  defend- 
ant, Edcliff  Instruments?  A.    Yes,  sir. 

Q.    And   were   the   potentiometers    so    acquired 
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from  Edeliff  Instruments  incorporated  in  devices 
which  were  being  made  for  the  United  States  Gov- 
ernment? A.     They  were. 

Mr.  Lewis  E.  Lyon:  That  is  objected  to  on  the 
ground  there  is  no  foundation  laid,  your  Honor. 

The   Court:     Overruled. 

The  Witness:    They  were. 

Q.  By  Mr.  Pruitt:  And  were  certain  of  the 
potentiometers  acquired  used  in  connection  with 
development  work  under  the  Government  contract 
that  you  mentioned? 

Mr.  Lewis  E.  Lyon:  The  same  objection,  your 
Honor.  [466] 

The  Court:    Overruled. 

The  Witness:    They  were. 

Q.  By  Mr.  Pruitt:  Now,  from  1950,  and  there- 
after, were  you  participating  in  the  development  at 
Douglas  of  any  test  techniques  with  respect  to  po- 
tentiometers acquired  for  use  in  the  missile  pro- 
gram? A.    I  was. 

Q.  And  did  one  of  those  test  techniques  involve 
an  electrical  circuit  to  test  noise? 

A.    It  did. 

Q.  Did  you  make  that  circuit  available  to  sup- 
pliers of  potentiometers? 

A.  Yes,  sir,  we  did.  We  required  that  they  test 
to  that  circuit,  because  we  had  decided  that  that  is 
the  way  we  wanted  them  checked. 

Q.  Can  you  state  at  or  about  what  date  that  test 
circuit  was  given  to  the  suppliers? 

A.    I  believe  our  conversations  with  them  first 
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brought  it  out  very  early  in   '51.  Whether  we  ac- 
tually then  transmitted  a  circuit,  1  believe  it  was 
later  on,  when  the  test  spec,  was  written. 

Q.  Can  you  describe  the  circuit  that  was  given 
to  the  suppliers  for  that  purpose? 

A.  Yes.  It  involved  a  few  simple  electrical  ele- 
ments, a  battery,  and  an  oscillascope  or  other  de- 
vice designed  to  [467]  show  on  record  the  effect  of 
electrical  noise  in  the  potentiometer. 

Q.  In  the  year  1951,  and  thereafter,  did  Douglas 
require  its  suppliers  of  potentiometers  to  test  the 
potentiometers  for  linearity,  and  to  submit  a  report 
of  linearity  with  the  instruments  sold  to  Douglas? 

A.     That  io  correct. 

Q.  And  did  the  specifications  concerning  test- 
ing, include  a  test  for  linearity? 

A.    They  did. 

Q.  And  what  type  of  test  was  recommended  for 
that  purpose? 

A.  It  was  a  test  involving  a  circuit  similar  to 
a  Wheatstone  bridge,  which  plotted  the  electrical 
output  of  the  instrument  versus  mechanical  motion 
of  whatever  the  drive  mechanism  was. 

Q.  Is  the  Wheatstone  bridge  something  that  is 
known  to  you  as  an  electrical  engineer? 

A.    Yes. 

Q.  Where  did  you  run  across  the  Wheatstone 
bridge  in  connection  with  your  education? 

A.  I  believe  the  first  time  was  in  a  senior  high 
school  physics  course. 
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Q.  In  what  manner  is  the  record  of  a  linearity 
test  made?  [468] 

A.  Generally,  for  recording  electrical  output,  in 
a  chart  along  with  the  corresponding  mechanical 
position. 

Q.  And  are  instruments  used  for  that  purpose 
that  make  the  chart  automatically? 

A.  There  are  some  instruments  devised  to  do  it 
automatically.  Generally,  it  requires  an  operator  to 
actually  perform  the  motion  and  read  a  dial,  or  set 
a  dial,  or  something  similar. 

Q.  Can  a  brush  analyzer  be  used  for  the  making 
of  that  type  of  a  test? 

A.  Yes,  that  is  one  of  the  devices  that  can  be 
used. 

Q.  Is  that  an  instrument  that  is  commercially 
available?  A.    Yes,  it  is. 

Q.  In  connection  with  the  potentiometers  pur- 
chased by  Douglas,  did  you  prepare  any  specifica- 
tions for  submission  to  suppliers  covering  the  test 
procedures  recommended  by  Douglas? 

A.    We  did.  [469] 

Mr.  Pruitt:  I  will  ask  that  this  booklet  be 
marked  as  Defendants'  exhibit  next  in  order  for 
identification. 

The  Clerk:    Defendants'  Exhibit  K. 

(The   exhibit   referred   to   was   marked   De- 
fendants' Exhibit  K,  for  identification.) 

Q.  By  Mr.  Pruitt:  Mr.  Waters,  I  show  you 
Defendants'  Exhibit  K  for  identification  and  ask 
you  what  that  document  is? 
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A.  It  is  a  test  procedure  for  all  of  these  models 
of  potentiometers,  single,  dual,  and  triple,  involv- 
ing both  electrical  and  mechanical  tests. 

Q.  And  at  or  about  what  date  were  those  speci- 
fications distributed  to  suppliers  of  those  instru- 
ments ? 

A.  That  was  soon  after  this  October  18th  date, 
1951,  which  is  the  date  it  was  finally  printed  by 
Douglas. 

Q.  And  was  a  copy  of  those  specifications  sent 
to  Edcliff  Instruments'? 

A.    Yes,  sir,  I  am  certain  it  was. 

Q.    And  was  a  copy  sent  to  Boui'ns  Laboratories  ? 

A.    Yes,  s'r. 

Mr.  Pruitt:  I  v^ill  offer  that  as  defendants'  next 
in  order,  your  Honor. 

The  Court:    It  may  be  received. 

The  Clerk :    K  in  evidence.  [470] 

(The  exhibit  referred  to  was  marked  Defend- 
ants' Exhibit  K,  and  was  received  in  evidence.) 
[See  Book  of  Exhibits.] 

Q.  By  Mr.  Pruitt:  In  1950,  Mr.  Waters,  were 
you  familiar  with  materials  used  in  potentiometers 
for  the  resistance  wire? 

A.    Yes,  sir,  in  middle  and  late  1950. 

Q.  What  type  of  wire  was  commonly  used  for 
that  purpose  during  that  time? 

A.  There  were  many  different  manufacturers  of 
wire;  Jelliff,  Evanohm,  Sigmund  Cohn,  Ney, 
Driver-Harris,  many  others. 

Q.    Did  Douglas  incorporate  in  its  specifications 
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any  reference  to  the  type  of  wire  which  should  be 
used  in  resistance  elements  in  the  potentiometers 
acquired  by  it? 

Mr.  Lewis  E.  Lyon:  Objected  to,  your  Honor, 
on  the  ground  the  specifications  speak  for  them- 
selves. They  are  before  the  court. 

The  Court:     Overruled. 

The  Witness:  As  soon  as  we  knew  of  the  supe- 
riority of  precious  metals,  we  required  that  the 
potentiometer  windings  and  brushes  be  made  of 
precious  metals,  such  as  platinum,  palladium,  and 
so  forth. 

Mr.  Pruitt:  Mr.  Lyon,  in  the  notice  to  produce 
at  page  20  I  asked  for  an  original  of  a  letter  dated 
1-11-51  from  Douglas  Aircraft  to  the  Bourns  Lab- 
oratories, and  the  [471]  following  item  appearing 
on  page  20  of  the  notice  to  produce.  I  will  ask  that 
those  two  documents  be  produced  at  this  time. 

Mr.  Lewis  E.  Lyon:    What  were  they? 

Mr.  Pruitt :  On  page  20  of  the  notice  to  produce, 
item  1  is  the  letter  from  Douglas  Aircraft  dated 
1-11-51  to  Bourns  Laboratories;  item  2  is  an  en- 
closure in  that  letter  addressed  from  the  Air  Force 
Cambridge  Research  Laboratories,  Cambridge,  Mas- 
sachusetts, to  Douglas  Aircraft  Company,  bearing 
the  date  12-15-50. 

Mr.  Lewis  E.  Lyon:  I  mil  see  if  they  have  been 
able  to  be  located. 

The  Court:  You  say  you  haven't  been  able  to 
locate  it? 
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Mr.  Lewis  E.  Lyon:  We  have  it  here,  your 
Honor. 

Mr.  Pniitt:  The  letter  from  Douglas  is  signed 
by  Schuyler  Kleinhaus  for  E.  Burton.  The  other 
letter  is  signed  by  R.  J.  Sullivan. 

Mr.  Lewis  E.  Lyon:  Yes,  I  have  the  letter,  Jan- 
uary 11,  1951  with  its  attached  enclosure. 

Mr.  Pruitt:  Will  you  produce  it,  Mr.  Lyon? 
May  I  use  them? 

(Document  handed  to  counsel.) 

Mr.  Pruitt:  I  ask  that  these  documents  be 
marked  as  Defendants'  Exhibit  for  identification. 

The  Clerk:  Defendants'  Exhibit  L  marked  for 
identificatioj  .   [472] 

(The   exhibit   referred   to   was   marked   De- 
fendants' Exhibit  L,  for  identification.) 

Q.  By  Mr.  Pruitt:  Mr.  Waters,  I  show  you 
correspondence  which  I  have  identified  and  ask  you 
if  you  have  seen  the  letter  dated  15  December 
1950?  A.     Yes,  sir,  I  have. 

Q.     And  where  did  you  see  that  letter? 

A.  This  letter  was  shown  to  me  by  my  super- 
visor at  this  time  the  15th  of  December.  I  believe 
it  had  been  received  just  a  few  days  when  I  first 
saw  it. 

Q.  And  by  reference  to  that  letter  does  that 
refresh  your  recollection  as  to  the  date  on  or  about 
which  Douglas  considered  the  use  of  platinum  alloy 
wire  as  a  better  element  wire  for  the  potentiom- 
eters acquired  by  it? 

Mr.  Lewis  E.  Lyon:     We  object  to  that,  your 
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Honor.  If  this  is  an  endeavor  to  impeach  his  own 

witness's  testimony 

The  Court:    Oh,  no.  Overruled. 

The  Witness:  I  was  very  recently  put  into  this 
particular  position  at  this  time,  and  whether  my 
supervisor  had  previously  known  of  these  wires,  or 
not,  I  cannot  testify;  but  at  this  time  we  were  then 
definitely  familiar  with  them. 

Mr.  Pruitt:  I  will  offer  this  in  evidence  as  the 
defendants'  next  in  order. 

The  Court:    It  may  be  received. 

The  Clerk:    L  in  evidence.  [473] 

(The  exhibit  referred  to  was  marked  Defend- 
ants' Exhibit  L,  and  was  received  in  evidence.) 
[See  Book  of  Exhibits.] 

Q.  By  Mr.  Pruitt:  In  December  1950,  Mr. 
Waters,  were  you  familiar  with  the  types  of  con- 
tact material  used  in  potentiometers  at  that  time? 

A.  Through  this  letter  and  other  references  like 
it,  yes. 

Q.  What  contact  material  was  commonly  used 
in  potentiometers  at  or  about  that  date? 

A.  Contact  material,  one  of  them  that  I  par- 
ticularly remember  is  the  Paliney  No.  7. 

Q.  Was  that  particular  product  advertised  for 
use  for  that  purpose? 

Mr.  Lewis  E.  Lyon:  That  is  objected  to,  your 
Honor,  as  not  calling  for  the  best  evidence. 

The  Court:     Overruled. 

The  Witness:    I  believe  it  was. 

Mr.  Pruitt:     I  would  like  to  have  marked  what 
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purports  to  be  a  catalog  of*  J.  M.  Ney  Company, 
and  ask  that  it  be  marked  defendants'  next  in  order 
for  identification. 

The  Clerk:  Defendants'  Exhibit  M  marked  for 
identification. 

(The  exhil)it  referred  t(;  was  marked  Defend- 
ants' Exhibit  M,  for  identification.) 

Mr.  Pruitt :  I  also  hand  the  clerk  what  purports 
to  be  [474]  catalog  of  Sigmund  Cohn  Coi^poration 
and  ask  that  it  be  marked  as  the  defendants'  next 
in  order  for  identification. 

The  Clerk:  Defendants'  Exhibit  N  marked  for 
identification. 

(The  exhibit  refeiTed  to  was  marked  Defend- 
ants' Exhibit  N,  for  identification.) 

Q.  By  Mr.  Pruitt:  Mr.  TVaters,  I  show  you 
Defendants'  Exhibit  M  for  identification  and  ask 
you  if  on  or  about  December  1950  you  saw  a  catalog 
similar  to  thaf? 

Mr.  Lewis  E.  Lyon:  We  will  object  to  that,  your 
Honor,  as  leading,  grossly  so,  and  also  on  the  prop- 
osition that  what  is  similar  to  that  doesn't  mean  a 
thing,  as  far  as  this  record  is  concerned. 

The  Court:  A  catalog,  as  we  know,  is  published 
in  many  copies,  so  the  witness  may  never  have  seen 
the  identical  thing,  but  he  may  have  seen  another 
copy,  just  as  a  copy  of  a  newspaper. 

Q.  By  Mr.  Pruitt:  Will  you  examine  it,  Mr. 
Waters,  and  see  if  you  have  seen  one  similar  to  it? 

Mr.  Lewis  E.  Lyon:    Same  objection.  I  object  to 
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the  use  of  the  word  "similar. '*  If  it  is  an  identical 

copy,  that  is  another  thing. 

The  Court:     You  tell  us. 

The  Witness :  I  did  around  that  period  see  cata- 
logs which  had  substantially  the  same  material  in 
them.  [475] 

Q.    By  Mr.  Pruitt :    Calling  your  attention  to 

Mr.  Lewis  E.  Lyon:  That  is  just  exactly  the  an- 
swer, your  Honor,  that  I  expected.  And  what  does 
some  of  the  same  material  mean? 

The  Court:  All  right.  You  can  bring  that  out 
on  cross  examination.  There  is  already  testimony 
on  your  side  that  those  three,  Ney  and  Cohn,  and 
the  other  one,  were  standard  companies  which  dealt 
in  certain  supplies  and  provided  methods  of  test- 
ing, so  on  and  so  forth.  All  right.  Go  ahead. 

Q.  By  Mr.  Pruitt:  Calling  your  attention  to 
page  5  of  Defendants'  Exhibit  M,  for  identification, 
and  a  section  entitled  ''Paliney  No.  7,"  did  the  cata- 
logs you  saw  on  or  about  December  1950  have  ma- 
terial in  connection  with  Paliney  No.  7  in  the 
catalog? 

Mr.  Lewis  E.  Lyon:  We  object  to  that,  your 
Honor,  as  calling  for  secondary  evidence. 

The  Court:     Overruled. 

Mr.  Lewis  E.  Lyon:    Not  the  best  evidence. 

The  Court:     Overruled. 

The  Witness:    I  believe  they  did. 

Mr.  Pruitt:  I  will  offer  this  in  evidence  as  De- 
fendants' Exhibit  M. 
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The  Court:     ]t  may  h(\  received. 

Mr.  Lewis  E.  Lyon:  Objected  to  on  tlic  gnnind 
there  is  no  proper  foundation  laid,  your  Honor. 

The  Court:     Overruled. 

The  Clerk:    M  in  evidence. 

(The  exhibit  referred  to  v^as  marked  De- 
fendants' Exhibit  M,  and  was  received  in  evi- 
dence.) 

Q.  By  Mr.  Pruitt:  Calling  your  attention  to 
Defendants'  Exhibit  N,  I  ask  you  to  state  whether 
or  not  in  1950  you  saw  a  catalog  of  the  Sigmund 
Cohn  Corporation,  which  is  similar  to  that  exhibit? 

Mr.  Lewis  E.  Lyon:  Same  objection,  your  Honor. 

The  Court:    Overruled. 

The  Witness:  Yes,  I  believe  the  information 
was  similar  to  this  one. 

Q.  By  Mr.  Pruitt:  Did  the  catalog  that  you 
saw  on  or  about  that  date  have  material  concerning 
platinum  and  platinum  alloy  resistance  Avires  con- 
tained in  said  catalog? 

Mr.  Lewis  E.  Lyon:  Same  objection,  your  Honor, 
on  the  ground  the  catalogs  themselves  are  the  best 
evidence. 

The  Court:    Overruled. 

The  Witness:    It  did. 

Mr.  Pruitt:  I  offer  this  Sigmund  Cohn  catalog 
as  Defendants'  exhibit  next  in  order. 

The  Court:     It  may  be  received. 

The  Clerk:     Exhibit  N  in  evidence. 

(The  exhibit  refeiTed  to  was  marked  Defend- 
ants' Exhibit  N,  and  was  received  in  evidence.) 
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Q.  By  Mr.  Pruitt :  In  December  1950  and  there- 
after, Mr.  Waters,  did  you  have  any  conversations 
with  suppliers  of  potentiometers  relating  to  the 
sources  of  supply  of  various  component  materials 
used  in  potentiometers?  A.    We  did. 

Q.  And  did  you  discuss  such  matters  with  rep- 
resentatives of  Edcliff  Instruments? 

A.    Yes,  sir,  we  did. 

Q.  Did  Mr.  Bourns,  or  any  representative  of 
Mr.  Bourns,  ever  tell  you  not  to  reveal  the  names 
of  the  suppliers  of  the  materials  which  he  used 
in  his  potentiometers? 

Mr.  Lewis  E.  Lyon:  That  is  objected  to,  your 
Honor,  as  assuming  a  fact  on  which  there  is  no 
evidence. 

The  Court:  The  objection  is  sustained.  I  don't 
see  where  the  fact  that  he  didn't  warn  him  will  ex- 
cuse an  employee  from  disclosing  it.  This  man 
wasn't  employed  by  him.  He  was  a  contractor  deal- 
ing with  him  at  arm's  length  and  owed  a  different 
kind  of  duty  than  others. 

Mr.  Pruitt:  I  imderstand  that.  I  think  it  is  ma- 
terial to  the  fact  of  whether  or  not  he  considered 
it  to  be  a  trade  secret  at  that  time.  He  is  claiming 
now  that  the  use  of  these  materials  were  trade  se- 
crets. And  I  think  it  is  material 

The  Court:  That  relates  as  between  him  and  his 
employees.  It  may  not  be  as  to  them.  [478] 

Q.  By  Mr.  Pruitt:  At  or  about  December  1950 
and  thereafter,  Mr.  Waters,  did  the   sales   repre- 
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sentatives  of  various  suppliers  call  on  you  from 

time  to  time?  A.     They  did. 

Q.  And  did  the  sales  representatives  rej^resent 
companies  which  supplied  component  materials  for 
potentiometer  manufacture?  A.    Yes. 

Q.  At  any  time  did  you  direct  the  sales  repre- 
sentatives of  these  supi)liers  to  your  suppliers  for 
potentiometers  ? 

A.  Yes,  sir,  we  made  a  practice  of  making  cer- 
tain that  our  instrument  suppliers  knew  of  any 
sources  that  we  might  know  of  for  quality  mate- 
rials. 

Q.  Did  you  ever  direct  any  of  the  sales  repre- 
sentatives to  the  defendant  Edcliff  Instruments? 

A.     I  am  certain  that  we  did. 

Q.  Specifically  did  you  recommend  to  Mr. 
Adolph  Cohn  to  visit  Edcliff  Instruments? 

Mr.  Lewis  E.  Lyon:  That  is  objected  to  as  lead- 
ing, your  Honor. 

The  Court:     Overruled. 

The  Witness:  There  was  a  Mr.  Cohn,  which  one 
I  don't  remember,  I  think  there  are  two  or  three, 
that  came  to  visit  us  and  we  told  him  of  Edcliff 
Instruments,  among  many  other  instrument  com- 
panies that  we  were  buying  parts  from,  [479]  that 
we  would  recommend  that  he  contact. 

Q.  Do  you  know  what  company  Mr.  Cohn  rep- 
resented? A.     The  Sigmund  Cohn  Company. 

Q.  Mr.  Waters,  in  your  experience  as  an  elec- 
trical engineer,  do  you  know  of  any  other  fields  of 
activities  in  which  potentiometers  of  the  same  ac- 
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curacy  as  you  use  in  your  missile  program  are  re- 
quired? A.    Yes,  sir. 

Q.    Will  you  state  them,  please? 

A.  Computing  devices,  used  in  radar,  gunfire 
directors,  auto-pilots,  various  types  of  automatic 
control  systems,  and  other  related  fields. 

Mr.  Pruitt;  I  have  no  further  questions,  your 
Honor.  [480] 

Cross  Examination 

Q.  By  Mr.  Lewis  E.  Lyon:  You  say  that  some 
representative  of  Edclilf  Instrmnents  called  upon 
you  on  or  about  December  15,  1950,  and  you  are 
not  certain  whether  it  was  Mr.  Dillon  or  Mr.  Ed- 
cliff.  Is  that  correct? 

A.    You  mean  Mr.  Dillon  or  Mr.  Pitzer? 

Q.     Or  Mr.  Pitzer. 

A.     The  gentlemen  very  often  visited  us  together. 

Q.     Just  answer  the  question,  please. 

A.  The  answer  is,  I  do  not  remember  which 
person. 

Q.  Do  you  remember  that  it  was  not  both  of 
them  together? 

A.     I  do  not  remember  that. 

Q.  Do  you  remember  what  potentiometers  they 
had  with  them  at  the  time  they  called  upon  you  in 
December  of  1950? 

A.  I  believe  that  they  had  samples  of  their — 
sample  designs,  or  mechanisms,  of  their  mechanical 
set-up. 

Q.     Of  their  what? 
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A.  Their  mechanical  design  of  the  x^otentiom- 
eters. 

Q.    Which  potentiometers  were  those? 

A.  These  were  potentiometers  which  are  not  in 
evidence  anywhere  here,  because  they  were  merely 
designs. 

Q.  I  see.  Now,  will  you  take  this  Exhibit  3,  and 
look  through  it,  and  tell  me  which  one  of  these 
mechanical  designs  [481]  they  exhibited  to  you  at 
that  time  most  nearly  approached,  or  was  exactly 
similar  ? 

A.  There  are  two  or  three  which  are  sufficiently 
similar  so  that  I  don't  believe  I  can  differentiate 
between  them. 

Q.  All  right.  Tell  mo  which  ones  they  are  by 
plate  numbers  of  Exhibit  3.  You  see  the  plate 
numbers  ? 

A.    Yes,  sir.  Plates  9,  16,  17,  and  20,  I  believe. 

Q.  All  right.  Did  they  have  four  such  devices 
with  them?  A.     They  did  not. 

Q.     How  many  did  they  have? 

A.  They  had — I  wouldn't  say  that  they  had  de- 
vices with  them.  They  either  had  the  devices  or 
designs  for  the  devices,  and  I  believe  they  had  one, 
or  perhaps  two. 

Q.     One  or  perhaps  two  designs  of  the  devices  ? 

A.     Correct. 

Q.    Which  was  it? 

A.  As  I  said,  I  could  not  tell  you  whether  they 
were  sjoecific  mechanical  devices,  or  whether  they 
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were  merely  a  demonstration  of  the  design  of  the 

device. 

Q.  Didn't  they  have  some  actual  prototypes  with 
them,  in  their  possession  at  that  time,  and  demon- 
strate them  to  you? 

A.  If  there  was  a  prototype,  it  was  strictly  of 
the  sliding  mechanism.  The  reason  I  picked  those 
models  is  because  [482]  I,  in  particular,  remember 
the  square  shaft  idea,  and  that  was  the  thing  that 
vfas  similar  in  those  four  plates. 

Q.  Now,  do  you  know,  and  does  your  examina- 
tion of  the  records  of  Douglas  Aircraft  show  you 
when  models  or  prototypes  were  submitted  by 
Bourns  Laboratories  to  Douglas? 

A.     I  am  certain  that  the  records  do  show  that. 

Q.    Well,  have  you  made  an  examination  of  it? 

A.     No,  sir,  I  have  not. 

Q.  Do  you  know  when  Bourns  submitted  Model 
114  to  Douglas  Aircraft? 

A.    Which  model  was  that,  sir?  Which  design? 

Q.  Well,  let's  look  at  Exhibit  3  again,  and  see 
if  you  can  identify  that  by  Plate  No.  10. 

A.  That  is  a  potentiometer  very  much  like  that, 
that  we  bought  one  prototype  of,  I  believe  it  was 
very  early  in  1951. 

Q.  Do  you  know  when  the  design  was  submitted 
to  Douglas? 

A.  This  at  that  time  was  what  you  might  call 
a  shelf  item.  The  part  existed.  It  was  the  closest 
to  the  thing  we  were  looking  for,  so  we  bought  one 
for  type  testing. 
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Q.  I  am  asking  you  when  the  design  was  first 
sul)mitted  to  you. 

A.     In  very  early  1951. 

Q.    It  had  not  been  submitted  to  you  before  that  ? 

A.     To  my  knowledge,  no.  [483] 

Q.  Are  you  familiar  with  this  letter  which  I 
place  in  your  hands?  Did  you  find  that  one  in  the 
file? 

A.  At  the  time  when  the  letter  is  dated,  I  was 
not  responsible  for  this  particular  job. 

Q.     Well,  I  didn't  ask  you  that. 

A.     Consequently,  I  did  not  receive  that  letter. 

Q.    You  did  not  find  that  letter  in  the  file? 

A.     That  is  coj  rect. 

Mr.  Lewis  E.  Lyon:  I  will  ask  that  the  letter 
just  handed  the  witness  be  marked  for  identification 
as  Exhibit  41,  for  identification. 

The  Clerk:  Plaintiff's  Exhibit  41,  marked  for 
identification. 

(The    document    referred    to    was    marked 
Plaintiff's  Exhibit  41,  for  identification.) 

Q.  By  Mr.  Lewis  E.  Lyon:  When  did  you 
first  become  active  in  this  field,  if  you  were  not 
active  in  the  field  on  September  25,  of  1950? 

A.  I  assumed  responsibility  in  this  field  on, 
roughly,  December  10th  or  11th,  of  1950,  although 
I  had  had  some  testing  assistance  to  my  predecessor 
before  that. 

The  Court:  You  took  over  your  duties  in  that 
respect  on  that  day  in  December? 

The  Witness:    Yes. 
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Q.  By  Mr.  Lewis  E.  Lyon:  This  letter  was 
written  to  Mr.  [484]  Walter  Shavell?  By  '^this 
letter,"  I  mean  Exhibit  41,  for  identification.  Who 
was  Mr.  Shavell? 

A.  Mr.  Shavell  was  my  supervisor  when  I  went 
to  Douglas  in  June  of  1950. 

Q.  Was  he  still  connected  with  this  department 
in  December  of  1950? 

A.  He  was  connected  up  until,  I  believe,  the 
31st  of  December,  1950. 

Q.    And  is  he  still  with  Douglas? 

A.     No,  sir,  he  is  working  for  Giannini,  Inc. 

Q.  Do  you  recall  having  a  conversation  with 
Mr.  Bourns  about  this  December  visit  from  Mr. 
Edcliff  some  time  ago  ?  A.     From  Mr.  whom  ? 

Q.    What  is  that?  Mr.  Bourns. 

A.    A  visit  from  Mr.  Edcliff. 

Q.  No,  about  your  visit  from  Mr.  Dillon  and  Mr. 
Pitzer  in  December  of  1950? 

A.  I  cannot  say  whether  I  actually  spoke  to 
Mr.  Bourns  about  the  matter.  I  was  aware  that  the 
gentlemen  had  been  associated. 

Q.  I  am  asking  you,  did  Mr.  Bourns  call  you 
with  respect  to  Mr.  Dillon's  and  Mr.  Pitzer's  visit 
to  you  at  Douglas  in  December  of  1950? 

A.    Are  you  referring  to  a  call  recently? 

Q.    Yes.  [485]  A.    He  did. 

Q.  When  was  it  recently  that  this  conversation 
was  had?  A.    Within  the  last  week. 

Q.    Within  the  last  week.  Did  you  fix  the  date 
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of  that  visit  at  that  time  in  that  conversation  with 

Mr.  Bourns  as  on  or  about  December  15,  1950? 

A.  No,  sir,  I  don't  believe  I  fixed  a  date.  If  I 
did,  I  was  estimating  it. 

Q.  Now,  this  date  of  December  15,  1950 — I  be- 
lieve you  mentioned  that — how  did  you  fix  that 
date? 

A.  I  believe  I  said  the  10th  of  December,  or 
thereabouts,  and  that  was  the  time  at  which  I  was 
returned  to  Santa  Monica  from  New  Mexico. 

Q.  I  see.  Now,  this  visit  with  Mr.  Dillon  or  Mr. 
Pitzer,  or  both,  at  the  Douglas  plant  was  on  or 
about  the  10th  of  December,  1950? 

A.     It  was  following  that  date. 

Q.    Well,  how  long  following  it? 

A.  Precisely,  I  cannot  remember.  I  believe  it 
was  within,  let  us  say,  one  to  two  weeks. 

Q.  One  to  two  weeks.  And  this  same  visit  is  the 
one  we  are  talking  about,  when  they  had  models, 
jn'ototypes  with  them,  and  designs;  is  that  correct? 

A.     Yes,  sir. 

Q.  There  was  only  one  such  visit  in  December, 
1950,  [486]  was  there? 

A.     That  I  cannot  say. 

Q.     Only  one  that  you  recall? 

A.  Beginning  with  that  date,  there  were  many 
visits  from  the  Edcliff  Company,  as  well  as  many 
other  companies,  and  it  is  impossible  for  me  to  re- 
member which  ones  were  before  or  after  the  31st 
of  December.  It  was  almost  constantly  from  there 
on  out. 
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Q.  You  had  this  telephone  call  from  Mr.  Bourns 
concerning  this  Yisit  about  a  week  ago.  Will  you 
tell  me  whether  you  told  Mr.  Bourns  that  whoever 
it  was,  Pitzer  or  Dillon,  stated  to  you  at  the  time 
of  this  first  meeting  in  December  of  1950,  that  he 
didn't  want  to  show  the  instruments  to  Mr.  Shavell, 
your  supervisor  at  that  time,  because  Mr.  Shavell 
was  leaving  and  might  take  the  information  to 
Giannini's? 

A.  I  told  Mr.  Bourns  that  it  was  known  to  me, 
or  made  known  to  me,  either  by  the  people  who 
visited,  or  by  my  supervisors,  the  person  who  super- 
vised both  Mr.  Shavell  and  myself,  that  the  gentle- 
man asked  specifically  to  see  me,  and  the  reason 
given  to  me  was  that  they  were  aware  that  Mr. 
Shavell  was  changing  employment,  and,  as  such, 
it  was  not  desirable  to  speak  to  Mr.  Shavell;  also, 
from  the  point  of  view  that  I  would  be  the  one 
having  the  responsibility,  and,  therefore,  I  would 
be  the  one  to  talk  to. 

Q.  How  long  had  you  been  out  of  school  in 
December  of  [487]  1950? 

A.     Oh,  roughly  six  months. 

Q.  In  your  work  at  Cal  Tech  had  you  had  any 
opportunity  to  purchase  materials  for  the  con- 
struction of  potentiometers?  A.     No,  sir. 

Q.  Had  you  ever  been  called  upon  to  locate  the 
sources  of  material  for  the  production  of  potenti- 
ometers? A.     I  had  not. 

Q.  Had  you  had  any  reason  for  purchasing 
potentiometers,  or  for  locating  the  sources  of  ma- 
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terials  for  potentiometers  until  after  this  call  upon 

you  in  December  of  1950'? 

A.  The  only  occasion  for  [)urchasing  potentiom- 
eters was  for  my  own  use. 

Q.    Well,  just  answer  the  question,  please. 

A.    Yes,  sir. 

Q.    Your  own  uses  where? 

A.  In  my  own  work,  for  my  own  amusement. 
These  potentiometers  were  not  of  the  same  nature 
which  we  are  discussing. 

Q.     Of  what  nature  were  the  potentiometers? 

A.  Strictly  of  what  you  might  call  the  volume 
control  type,  wl  ich  are  used  in  conventional  radio 
circuits. 

Q.  That  is,  in  those  conventional  radio  circuits, 
there  is  uo  particular  accuracy  required  for  any 
such  potentiometer,  is  there?  [488] 

A.     In  general,  that  is  correct. 

Q.  That  is,  if  they  are  within  10  or  15  per  cent 
of  volume — I  mean,  of  accuracy,  that  is  O.  K., 
isn't  it? 

A.  I  think  that  is  probably  it  by  the  biggest 
percentage. 

Q.  And  that  is  the  only  experience  that  you  had 
had  in  the  purchase  of  potentiometers  or  materials 
for  potentiometers  up  until  December  10th  of  1950, 
isn't  it?  A.     That  is  correct. 

Q.  So  that  prior  to  December  10th  of  1950  you 
had  no  reason  for  detenuining  who  manufactured 
wires,  or  contact  elements,  or  other  fine  require- 
ments for  an  accurate  potentiometer,  had  you? 
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A.  Before,  roughly,  June  of  1950,  when  I  was 
first  put  into  this  work,  and  that  was  in  a  second- 
ary capacity. 

The  Court:  The  witness  stated,  I  think, — it  is 
fair  to  the  witness  to  say  that  he  stated  that  prior 
to  that  time  he  had  assisted  Shavell,  and  that  as  his 
assistant  he  had  learned  about  it,  and  in  December 
he  took  over,  and,  of  course,  acquired  the  full 
knowledge  necessary  for  one  in  authority.  Isn't  that 
what  you  said? 

The  Witness:    That  is  correct,  yes,  sir. 

Q.  By  Mr.  Lewis  E.  Lyon:  Now,  prior  to  De- 
cember 10,  1950,  the  potentiometers  that  you  testi- 
fied to  were  of  whose  manufacture?  [489] 

A.  Many  companies.  Bourns  Laboratories;  Ge- 
nesco.  Inc.;  Giannini,  Inc.;  Schwinn-Gyro  Corpor- 
ation; and  a  few  others,  perhaps,  that  I  cannot 
think  of. 

Q.  Were  Bourns  Laboratories'  potentiometers 
purchased  by  Douglas  Aircraft  prior  to  December 
10,  1950,  for  use  in  the  guided  missile  field? 

A.    Yes,  sir. 

Q.  Was  there  any  other  linear  motion  potenti- 
ometer purchased  by  Douglas  Aircraft  Company 
prior  to  December  10,  1950,  for  use  in  a  guided 
missile  program? 

A.     As  a  part  of  another  instrument,  yes,  sir. 

Q.     A  linear  motion  potentiometer? 

A.     That  is  correct. 

Q.     From  whom?  A.     From  Genesco,  Inc. 

Q.     And  what  other  instrument  was  that? 


Marian  E.  Bourns  359 

(Testimony  of  Robert  R.  Waters.) 

A.  That  was  an  accelerometer,  an  acceleration 
measuring  device. 

Q.  It  was  some  device  used  in  accelerometers 
that  were  purchased  by  Douglas  before  that  time? 

A.     That  is  right,  sir. 

Q.  So  far  as  separate  potentiometers,  linear  mo- 
tion potentiometers,  Douglas  had  not  purchased 
prior  to  December  10,  1950,  linear  motion  potenti- 
ometers per  se  from  anyone  other  than  Bourns;  is 
that  correct?   [490] 

A.     To  my  knowledge,  that  is  correct. 

Q.  What  were  these  accelerometers  that  you  say 
were  purchased  between  June  of  1950  and  De- 
cember 10  of  1950  by  Douglas  used  for,  which  in- 
cluded a  linear  motion  potentiometer,  by  Douglas? 

A.  Did  I  understand  the  question,  what  were 
they  used  for? 

Q.    Yes. 

A.    For  measuring  acceleration  in  flight  vehicles. 

Q.    In  what  type  of  flight  vehicles? 

A.  In  guided  missiles.  They  were  also  used  in 
aircraft. 

Q.     In  what  position? 

A.  I  am  sorry.  I  don't  understand  what  you 
mean. 

Q.  Well,  in  what  particular  tests  were  they 
used  in  the  guided  missile  for? 

A.  They  were  used  foi*  measuring  the  accelera- 
tion of  the  vehicle. 

Q.     What  size  were  they? 

A.    That,  I  am  sorry,  I  cannot  remember.  I  mean 
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I  cannot  state,  because  this  is  a  classification.  Do 

you  mean  physical  size? 

Q.    Yes. 

A.     Or  the  electrical  distances? 

Q.     Physical  size.  [491] 

A.  Physical  size,  they  were  perhaps  3  by  3  by  2, 
on  that  order. 

Q.  How  do  they  compare  in  size  requirements 
with  this  potentiometer,  say.  Exhibit  6,  for  iden- 
tification ? 

A.     The  potentiometer  portion  was  smaller. 

Q.     Smaller? 

A.  The  over-all  instriunent  was  considerably 
larger. 

Q.     Does  Douglas  Aircraft  still  purchase  linear 

motion   potentiometers    or   instruments    containing 

linear  motion  potentiometers  from  that  company? 

A.     Yes,  sir,  they  do.  [492] 
***** 

Redirect  Examination 

Q.  By  Mr.  Pruitt :  Mr.  Waters,  in  1950  while  you 
were  employed  at  Douglas  Aircraft  did  you  ever 
see  a  pamphlet  a  copy  of  which  I  now  hand  you? 

A.     During  what  period,  sir? 

Q.  During  the  period  1950  while  you  were  em- 
ployed by  [495]  Douglas. 

Mr.  Lewis  E.  Lyon:  What  is  the  thing  now  of- 
fered to  the  witness  ?  It  is  not  redirect  examination. 

The  Court:  These  gentlemen  are  not  parties  to 
the  action;  let's  finish  with  them  and  send  them 
home. 
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Mr.  Lewis  E.  Lyon:  I  want  to  fmd  out  what  it 
is  that  is  shown  to  him. 

The  Court:  I  don't  know  what  it  is  that  ho  is 
showing-  him.  What  is  it?  He  hadn't  answered.  Let 
liim  answer  whether  he  has  seen  it.  Mayl)e  he 
Iiasn't  i-'een  it. 

The  Witness:    Yes,  sir,  I  have  seen  that. 

Q.  By  Mr.  Pruitt:  Did  you  read  it  during  that 
period?  A.    Yes,  sir,  I  did. 

Q.  And  is  this  pamphlet,  or  a  copy  thereof, 
available  to  the  persons  in  your  department  at 
Douglas  Aircraft?  A.    Yes,  sir,  it  is. 

Mr.  Pruitt:  I  will  offer  that  document  in  evi- 
dence as  defendants'  next  in  order,  your  Honor. 

The  Court :  We  will  certainly  know  enough  about 
X)otentiometers  before  we  get  through,  if  we  absorb 
all  this  evidence. 

It  may  be  received. 

The  Clerk:    Defendants'  O  in  evidence. 

(The   exhibit  referred  to   was   marked   De- 
fendants' Exhibit  O,  and  was  received  in  evi- 
dence.)  [496] 
***** 

Mr.  Pruitt:  Your  Honor,  I  was  infomied  by 
Mr.  Lyon  this  morning  that  they  will  dismiss,  or 
through  some  other  method  remove  the  '980  patent 
issues  from  this  matter. 

The  Court:  There  is  only  one  cause  of  action, 
so  it  isn't  a  case  of  dismissing;  it  is  merely  saying 
that  they  are  not  urging  it,  that  is  all. 

Mr.  Pruitt:    Yes.  There  are  several  agreements 
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that  we  have  arrived  at  with  respect  to  the  condi- 
tions under  which  that  will  be  done,   and  I  am 
wondering  if  the  court  cares  to  listen  to  my  sug- 
gestion with  respect  to  the  manner  in  which  mech-  | 
anically  the  court  can  carry  out  our  agreement. 

The  Court:  It  is  all  right  with  me.  I  am  always 
glad  to  hear  counsel's  suggestions  to  simplify  pro- 
cedures. 

Mr.  Pruitt:  In  addition  to  the  plaintiff's  first 
cause  of  action  for  patent  infringement  of  both 
patents,  there  is  a  Count  Four  of  the  counter- 
claims asking  for  declaratory  relief  with  respect 
to  the  '980  patent,  and  with  respect  to  the  '981 
patent.  As  I  understand  it  from  Mr.  Lyon,  they  will 
not  claim  that  the  present  C-3  instrument  manu- 
factured by  the  defendant  infringes  the  '980  patent. 
I  understand  that  it  is  their  position  that  the  C-1 
and  C-2  instruments  do  infringe;  but  the  defend- 
ants are  no  longer  manufacturing  [500]  either  of 
those  devices,  do  not  intend  to  resume  manufactur- 
ing either  of  those  two  devices,  and  we  will  agree 
that  we  will  not  manufacture  either  of  those  two 
devices. 

The  Court :  Gentlemen,  there  is  one  thing  I  want 
to  tell  you.  Regardless  of  any  agreement,  I  am  not 
going  to  undertake  to  adjudicate  the  same  problem 
under  your  counterclaim.  So  if  they  dismiss  as  to 
that,  you  will  have  to  dismiss  the  declaratory  judg- 
ment, because  it  doesn't  help. 

Mr.  Lewis  E.  Lyon :  That  is  the  agreement,  your 
Honor,  that  we  dismiss  on  their  agreement  not  to 
make  the  C-1  and  C-2. 


Marian  E.  Bourns  363 

The  Court:  They  make  no  claim,  then,  and  you 
will  not  i)ress  your  counterclaim.  Jiecaus(;  under 
declaratory  judgment  I  can  give  exactly  the  same 
thing  as  before,  except  as  to  the  form  of  relief. 

Mr.  Lewis  E.  Lyon:  Well,  all  counterclaims 
based  on  the  '980  patent,  it  is  our  understanding 
will  be  not  urged,  the  same  as  we  agree  not  to  urge 
our  charge  of  infringement,  and  the  counterclaims 
are  not  only  declaratory  relief,  but  also  a  claim  of 
false  marking,  which  also  will  go  out  on  the  same 
proposition. 

The  Court:  That  is  all  right.  That  is  agreeable, 
then. 

Mr.  Pruitt:  I  juit  wanted  it  clear  on  the  record 
that  our  present  C-3  instrument  is  not  claimed  to 
infringe,  and  I  thought  possibly  a  provision  in  the 
judgment  would  be  [501]  satisfactory. 

The  Court :  That  is  all  right.  Anything  you  agree 
as  to  a  particular  device  is  all  right  v^th  me.  [502] 

Mr.  Pruitt:  I  also,  of  course,  want  to  reserve 
the  right  to  make  my  position  clear,  that  I  still  in- 
sist the  '980  file  wrapper  is  relevant  to  the  question 
of  validity  and  the  proper  interpretation  of  the 
single  claim  of  the  '981  patent. 

The  Court:  That  is  a  question  of  argument.  As 
a  matter  of  fact,  in  one  of  my  earliest  patent  cases 
I  became  convinced  that  the  file  wrapper  has  a  good 
deal  of  bearing.  That  was  in  the  Joyce  patent.  That 
is  a  shoe  patent,  where  a  single  claim  had  been 
awarded,  and  where  Mr.  Joyce,  in  my  opinion,  was 
trying  to  recapture  what  he  had  lost  by  claiming  all 
platform  shoes,  which  were  old  in  the  art,  three  or 
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four  hundred  years  anyway.  The  Chinese  had  used 
platform  shoes  for  centuries,  and  he  had  claimed  all 
platform  shoes. 

So  ordinarily  I  have  no  objection  to  having  the 
file  wrapper  in  if  counsel  thinks  that  it  bears  upon 
the  subject.  Ultimately,  if  it  does  not,  I  just  don't 
need  to  read  it.  That  is  all  there  is  to  it. 

Mr.  Lewis  E.  Lyon:  We  have  not  objected,  your 
Honor,  to  the  file  wrapper  of  the  first  patent. 

The  Court:  So  if  you  want  to,  you  may  offer  it 
for  whatever  it  is  worth.  I  don't  like  to  encumber 
the  record,  or  make  a  record  that  is  larger  than 
necessary. 

Mr.  Lewis  E.  Lyon:  Now,  it  is  also  my  under- 
standing, and  I  don't  know  whether  the  record  now 
states  it,  that  [503]  counter-claims  1  and  2  are  also 
to  be  dismissed. 

Mr.  Pruitt :  Yes,  I  will  state  now  for  the  record 
that  the  counter-claimants  will  offer  to  dismiss  at 
this  time  all  of  the  counter-claims  set  forth  in  the 
amended  counter-claims  with  the  exception  of  the 
declaratory  relief  action,  in  so  far  as  it  relates  to 
the  '981  patent.  I  think  that  is  important. 

The  Court:  What  declaratory  relief  can  you 
ask?  They  are  alleging  that  it  is  valid  and  in- 
fringed, and  you  allege  it  is  invalid,  or  if  it  is 
valid  you  want  to  narrow  it  so  you  will  not  in- 
fringe. What  more  could  you  obtain  by  declaratory 
relief? 

You  want  to  bear  in  mind  that  I  was  one  of  the 
first  District  Judges  in  the  country  to  apply  dec- 
laratory relief  to  a  mere  declaration  of  liability  or 
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non-liability,  you  see,  but  I  cannot  see  what  more 
you  could  obtain  through  the  declaration  than  any 
judgment  adjudicating  the  merits.  We  are  no 
longer  working  under  that  old  case  where  if  you  find 
there  was  no  infringement,  you  do  not  have  to  de- 
cide whether  the  patent  is  valid.  The  Supreme 
Court  has  either  repudiated  that  statement,  or,  as 
they  usually  say,  have  said,  "We  misunderstood.'^ 
At  any  rate,  that  is  the  rule  now.  So  what  more 
could  I  declare  by  a  declaration  that  I  could  not 
declare  by  a  judgment  on  the  merits'? 

Mr.  Pruitt :  Your  Honor,  it  will  appear  from  the 
evidence  that  certain  of  the  instiiiments  which  are 
claimed  to  infringe  [504]  were  sold  only  to  the 
United  States  Government  or  to  its  contractors. 

The  Court:  I  have  already  niled  that  only  af- 
fects the  question  of  damages.  It  does  not  affect  the 
power  of  the  court.  I  determined  that,  and  I  re- 
member all  of  the  argument. 

You  urged  that  as  a  ground  for  dismissing  the 
action,  and  I  said  that  may  merely  affect  the  right 
to  determine  damages.  It  does  not  determine  the 
right  of  the  court. 

Mr.  Pruitt:  I  didn't  argue  it  extensively  at  that 
time. 

The  Court :  Extensive  argument  does  not  help  in 
this  court.  If  that  did  not  impress  me  then,  it  does 
not  impress  me  now\  You  certainly  have  had  ex- 
tensive argument  with  194  pages  in  a  brief. 

Mr.  Pruitt :  I  want  to  call  your  attention  to  cer- 
tain authorities  on  that,  and  I  want  to  be  heard 
for  a  moment  on  that  question. 


366  Edcliff  Instruments,  et  al.,  vs. 

The  Court:  I  will  not  hear  you  now.  We  will 
argue  it  later. 

Mr.  Pruitt:  I  just  wanted  to  state  why  I  didn't 
dismiss  the  declaratory  relief  action. 

Mr.  Lewis  E.  Lyon:  As  I  understand,  you  are 
dismissing  the  counter-claims,  with  the  exception  of 
the  declaratory  relief  action  with  respect  to  the 
'981  patent? 

Mr.  Pruitt:    That  is  right.  [505] 

The  Court:  You  are  a  young  man,  and  are  look- 
ing at  it  from  a  peculiar  stand  point.  Your  attitude 
is  the  most  fantastic  there  is.  It  shows  youth.  In 
other  words,  here  is  your  chance  to  have  a  court 
determine  an  issue,  and  you  try  to  resort  to  a 
statute  and  make  it  mean  what  I  say  it  does  not 
mean,  because  the  Congress  has  not  deprived  us 
of  jurisdiction  in  patent  litigation  by  that  provi- 
sion. It  merely  said  that  when  there  is  infringe- 
ment and  somebody  claims  damages,  the  man  should 
go  to  the  Court  of  Claims. 

Mr.  Pruitt:  And  sue  the  Government,  your 
Honor,  and  not  the  claimed  infringer. 

The  Court:  All  right.  But  that  does  not  deprive 
me  of  the  right  to  say  that  this  patent  is  good  and 
you  are  infringing  it,  even  if  I  deny  you  damages. 
You  cannot  show  me  any  law  which  says  that  by 
that  section  I  am  ousted  from  jurisdiction,  because 
there  is  no  such  law. 

Mr.  Pruitt:  Your  Honor,  I  thought  there  was 
some  doubt  about  it,  and  that  is  the  reason 

The  Court:  There  is  no  doubt  in  my  mind.  I 
have  ruled  on  it  before.  That  is  not  new.  I  have  in- 
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terpreted  that  before.  Tliat  section  has  been  there 
for  years.  I  am  not  wasting  judicial  time  after  I 
take  jurisdiction  of  a  case,  and  have  spent  six  days 
and  prol)ably  will  spend  ten  days,  by  throwing  it 
out  on  a  technicality.  It  is  going  to  be  decided  on 
the  merits,  and  even  if  I  cannot  decide  damages, 
I  am  going  to  decide  whether  this  i)atent  is  good, 
and  whether  you  are  infringing  it.  [506] 

Mr.  Pruitt:  I  hope  you  do,  your  Honor.  I  agree 
wholeheartedly. 

The  Court:  All  right.  That  is  all  there  is.  There 
used  to  be  a  time  when  patent  lawyers — your  fimi 
is  not  a  patent  firm — were  interested  more  in  a 
determination.  Now  they  have  gotten  so  they  are 
just  like  other  lawyers,  they  try  to  postpone  the 
day,  instead  of  getting  an  adjudication. 

I  wouldn't  take  all  this  time  if  I  felt  that  there 
was  any  question  about  my  jurisdiction.  After  all, 
you  have  argued  all  sorts  of  motions  in  this  case 
for  a  period  of  six  months. 

Mr.  Pruitt:     Yes,  your  Honor. 

The  Court:    All  right. 

Mr.  Pruitt:  I  will  offer  at  this  time  a  certified 
copy  of  the  file  wrapper  and  contents  in  the  matter 
of  the  Bourns  patent  No.  2,515,980,  and  ask  that 
this  be  admitted  as  defendants'  next  in  order. 

The  Clerk:    Is  this  admitted,  your  Honor? 

The  Court:    It  may  be  received. 

The  Clerk:    Defendants'  P  in  evidence. 

(The  exhibit  refeiTed  to  was  marked  Defend- 
ants' Exhibit  P,  and  was  received  in  evidence.) 
[See  Book  of  Exhibits.] 
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Mr.  Pruitt:  I  offer  in  evidence  a  certified  copy 
of  the  file  wrapper  and  contents  of  the  Bourns 
patent  No.  2,515,981,  and  ask  that  that  be  received 
as  defendants'  next  [507]  in  order. 

The  Clerk:    Is  this  admitted,  your  Honor? 

The  Court:     Yes. 

The  Clerk:    Defendants'  Q  in  evidence. 

(The  exhibit  referred  to  was  marked  De- 
fendants' Exhibit  Q,  and  was  received  in  evi- 
dence.) 

[See  Book  of  Exhibits.] 
Mr.  Pruitt:    Your  Honor,  in  order  to  save  time 
I  can  offer  these  prior  art  patents  relating  to  the 
'981  patent  by  reference  to  the  exhibit  previously 
filed,  and  we  will  offer  loose  copies  to  be  marked 
as  defendants'  next  in  order. 
The  Court:    All  right. 
The  Clerk:    R  in  evidence. 

(The  exhibit  referred  to  was  marked  De- 
fendants' Exhibit  R,  and  was  received  in  evi- 
dence.) 

[See  Book  of  Exhibits.] 
The  Court:    Are  you  relying  on  the  whole  list  I 
Mr.  Pruitt:    Just  on  the  ones  relied  on  in  sup- 
port of  the  '981  patent. 

Mr.  Lewis  E.  Lyon:    Which  ones  are  those? 
Mr.  Pruitt:    I  will  identify  them  at  this  time. 
The  Clerk:    Exhibit  R. 

Mr.  Pruitt:  R-1,  the  H.  W.  Rubinstein  patent 
No.  2,242,327,  issued  May  20,  1941 ; 

-2,  W.  E.  Schauer  patent,  No.  2,280,305,  issued 
April  21,  1942; 
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-3,  W.  J.  Thayer  patent,  No.  1,660,979,  issued 
February  [508]  28,  1928; 

-4,  H.  W.  Rubinstein  patent.  No.  2,178,241,  issued 
October  31,  1939 ; 

-5,  H.  W.  Batcheller,  patent  No.  2,306,152,  issued 
December  22,  1942 ; 

-6,  J.  M.  Aufiero,  patent  No.  2,420,807,  issued 
May  20,  1947; 

-7,  H.  A.  Keip,  patent  No.  954,518,  issued  April 
12,  1910; 

-8,  B.  H.  Campbell,  patent  No.  2,125,219,  issued 
July  26,  1938; 

-9,  C.  O.  Nelson,  patent  No.  2,273,760,  issued 
February  17,  1942; 

-10,  M.  W.  Newton,  patent  No.  1,004,460,  issued 
September  26,  1911; 

-11,  C.  E.  Mountford,  patent  No.  1,539,266,  issued 
May  26,  1925. 

I  will  call  Mr.  Dillon,  please. 

CLIFFORD  C.  DILLON 

called  as  a  witness  by  the  defendants,  being  first 
sworn,  was  examined  and  testified  as  follows:  [509] 

Direct  Examination 

Q.  By  Mr.  Pruitt :  Mr.  Dillon,  on  or  about  what 
date  did  you  make  your  first  sale  of  a  potentio- 
meter? A.     March  or  April  of  1951. 

Q.    And  to  whom  did  you  make  that  sale? 

A.    Naval  Ordnance  Test  Station  in  Pasadena. 

Q.  How  many  instnunents  were  involved  in  that 
sale?  A.    Six. 
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Q.  When  was  your  next  sale  of  potentiometers 
in  1951?  A.    Very  shortly  after  that. 

Q.     To  whom?  A.    Douglas  Aircraft. 

Q.  And  what  type  of  instrument  did  that  in- 
volve? A.    An  E-1. 

Q.  How  many  instruments  were  sold  at  that 
time  ?  A.     Six. 

Q.  Thereafter  did  you  make  any  further  sales 
of  [525]  potentiometers  to  NOTS,  Pasadena? 

A.    No. 

Q.  Did  you  sell  them  some  accelerometers  that 
year?  A.    Yes. 

Q.  At  any  time  since  that  date  have  you  sold 
Naval  Ordnance  Test  Station  in  Pasadena  any  lin- 
ear motion  potentiometers?  A.     No. 

Q.  Did  you  ever  sell  any  potentiometers  to  Con- 
solidated Vultee  Aircraft,  or  Convair? 

A.    Yes. 

Q.  On  or  about  what  date  did  you  make  your 
first  sale  to  that  company? 

A.     Just  a  little  bit  more  than  a  year  ago. 

Q.  Did  you  ever  sell  linear  motion  potentiom- 
eters to  North  American  Aviation? 

A.    Yes. 

Q.  On  or  about  what  date  did  you  make  your 
first  sale  to  that  company? 

A.    I  believe  it  was  in  '52,  late  '52. 

The  Court:  You  said  you  sold  them  to  North 
American  Aviation ;  do  you  know  on  what  they  used 
the  potentiometer,  whether  on  missiles  or  in  air- 
planes, or  jets,  or  on  what? 
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The  Witness:  In  this  particular  case  it  was  used 
on  an  airplane.  [526] 

The  Court:  The  only  ones  that  you  are  certain 
they  used  on  Government  instrumentalities  are 
those  that  you  sell  to  the  Navy  direct,  is  that  true? 

The  Witness :  No.  If  we  have  a  Government  con- 
tract number  on  the  purchase  order,  then  we  know 
it  is  going  into  a  Government  project. 

The  Court:  But  you  are  selling  to  others,  such 
as  North  American  Aviation  and  Douglas,  for  uses 
other  than  Government  contracts,  are  you  not? 

The  Witness :    I  don't  believe  so,  sir. 

The  Court:  You  just  told  me  that  North  Amer- 
ican Aviation  used  it  on  ordinary  airplanes. 

The  Witness:  That  would  be  for  a  Government 
contract,  though,  in  this  case,  sir. 

The  Court:  Can't  yours  be  used  on  any  other 
airplanes,  airplanes  constructed  for  aviation  com- 
panies ? 

The  Witness :    They  could  be. 

The  Court:    Do  you  know  whether  they  are? 

The  Witness :  None  that  we  make  at  the  present 
time  or  being  so  used. 

The  Court:    All  right. 

Q.  By  Mr.  Pruitt:  When  was  your  first  sale 
of  an  instrument  to  Bendix  Aviation?  When  did 
you  receive  a  purchase  order? 

A.    Late  in  '51.  [527] 

Mr.  Pruitt:    What  was  the  answer,  please? 
(Answer  read  by  the  reporter.) 

Q.    By  Mr.  Pruitt:    From  that  date  to  the  pres- 
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ent,  Mr.  Dillon,  what  company  has  been  your  prin- 
cipal customer  as  far  as  potentiometers  are  con- 
cerned'? A.    Bendix  Aviation. 

Q.  What  model  instrument  has  been  purchased 
by  Bendix  Aviation?  A.     Our  Model  D-1. 

Q.  I  show  you  now  Defendants'  Exhibit  I  for 
identification,  and  ask  you  if  that  is  the  instrument 
you  refer  to?  A.    Yes. 

]^Ir.  Pruitt:  I  note  this  exhibit  is  only  in  for 
identification,  your  Honor.  I  offer  it  in  evidence  at 
this  time. 

The  Court:    It  may  be  received. 

The  Clerk:    I  in  evidence. 

(The  exhibit  referred  to  was  marked  De- 
fendants' Exhibit  I,  and  was  received  in  evi- 
dence.) 

Q.  By  Mr.  Pruitt:  Mr.  Dillon,  I  show  you 
Plaintiff's  Exhibit  3  and  ask  you  to  go  through 
that  folder  and  testify  which,  if  any,  of  the  Edcliff 
models  illustrated  therein  have  never  been  sold  by 
Edcliff? 

The  Court :    They  begin  with  6,  don't  they  ? 

The  Witness:    Yes. 

Plate  8.    [528] 

Q.  By  Mr.  Pruitt:  8  is  the  model  designated 
A-Pl?  A.    Yes. 

The  Court :    But  are  you  manufacturing  it  ? 

The  Witness:    No. 

The  Court:  Did  you  ever?  Did  you  start  and 
then  aljandon  it,  or  what?  Or  did  you  make  an  ex- 
perimental model,  or  what? 
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The  Witness:    Experimental  model. 

Q.  By  Mr.  Pruitt:  Is  the  model  that  you  are 
referring  to  Plaintiff's  Exhibit  28?  A.    Yes. 

Q.  That  is  the  only  one  that  was  made  of  that 
instrument  ? 

A.  This  particular  design?  No.  We  made  six 
others. 

Q.    OftheA-Pl? 

A.  Not  of  the  A-Pl,  but  of  that  instrument 
there. 

Q.    Were  any  of  those  sold?  A.     Six. 

Q.     To  whom  did  you  sell  those  instruments? 

A.    NOTS. 

Q.  And  that  is  the  sale  you  mentioned  in  March 
of  1951?  A.    Yes. 

Q.  W^ill  you  continue  to  look  through  that 
folder,  Mr.  Dillon?  [529] 

A.    Yes.  Plate  14,  plate  16. 

The  Court:  I  lost  track.  We  started  with  those 
that  you  didn't  manufacture  and  now  you  are  tell- 
ing me  those  that  you  did  manufacture  and  sell? 

The  Witness :  No,  sir.  No,  your  Honor.  Plate  16 
we  did  not  manufacture;  plate  14  we  did  not. 

The  Court:  Whatever  exhibits  of  that  that  are 
in  the  record  are  merely  experimental  models? 

I  am  trying  to  summarize  your  testimony,  be- 
cause it  is  hard  to  keep  track  of  figures  and  models. 

Mr.  Lewis  E.  Lyon:  I  can't  undei^stand  it.  We 
have  just  shown  one  in  his  hand,  and  he  said  he 
didn't  manufacture  it.  I  am  somewhat  confused, 
too. 
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Q.  By  Mr.  Pruitt:  The  A-Pl  that  you  identi- 
j&ed,  Mr.  Dillon,  is  it  similar  to  any  other  model 
that  you  later  manufactured  and  sold? 

A.    Yes. 

Q.  Will  you  identify  the  plate  in  Plaintiff's 
Exhibit  3  which  shows  the  instrument  which  you 
manufactured  and  sold?  A.    Plate  9. 

Q.  Calling  your  attention  to  plate  14,  I  show 
you  now  an  incomplete  model  which  is  marked  XP, 
and  ask  you  if  that  is  the  same  instrument  depicted 
at  plate  14,  Plaintiff's  Exhibit  3?  [530] 

A.    Yes. 

Q.    Was  this  instrument  ever  sold  by  Edcliff? 

A.    No. 

Q.  What  were  the  circumstances  under  which 
XP  was  manufactured  by  Edcliff. 

A.  It  was  to  show  the  engineers  at  Douglas  that 
we  could  put  the  elements  for  a  triple  pot  such  as 
this  all  in  one  cover. 

Q.    And  about  what  date  was  that  manufactured  ? 

A.  Early  in  '51,  about  the  same  time  as  we  were 
working  on  the  E's,  very  shortly  after. 

Mr.  Pruitt:  I  offer  this  model  in  evidence,  your 
Honor,  as  defendants'  next  in  order. 

The  Clerk:    Is  this  admitted,  your  Honor? 

The  Court:    It  may  be  received. 

The  Clerk:  Defendants'  Exhibit  T  in  evidence. 
(The  exhibit  referred  to  was  marked  De- 
fendants' Exhibit  T,  and  was  received  in  evi- 
dence.) 

Mr.  Pruitt:     I  ask  that  the  clerk  mark  this  in- 
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striunent  for  identification  as  defendants'  next  in 

order. 

The  Clerk:  Defendants'  U  marked  for  identifi- 
cation. 

(The  exhibit  referred  to  was  marked  Defend- 
ants' Exhibit  U,  for  identification.) 

Q.  By  Mr.  Pruitt:  Mr.  Dillon,  I  show  you  an 
instrument  which  has  been  marked  as  Defendants' 
Exhibit  U,  for  [531]  identification,  and  ask  you  if 
you  can  identify  that  instrument? 

A.     It  is  a  Model  B-1. 

Q.  And  is  that  model  found  by  you  in  Plain- 
tiff's Exhibit  3? 

A.  In  several  forms,  essentially.  Here  is  essen- 
tially part  of  it  (indicating). 

Q.    You  are  referring  to  plate  12? 

A.    Yes. 

Q.  Is  plate  12  the  first  model  similar  to  the  "B" 
that  was  made  by  Edcliff? 

A.  Plate  16  is  the  first  model.  Similar  to  ''B" 
yes,  plate  12. 

Q.  On  or  about  what  date  was  the  model  B-1 
first  sold  by  Edcliff? 

A.     '52,  around  the  first  of  the  summer. 

Q.    '52?  A.    Yes. 

Q.  Mr.  Dillon,  when  did  you  first  contact  a 
prospective  customer  in  comiection  with  an  at- 
tempted sale  of  a  potentiometer? 

A.  We  first  contacted  a  potential  customer  in 
December.  [532] 

Q.     Of  what  year?  A.     1950. 
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Q.  And  what  company  did  you  call  upon  at  that 
time?  A.     Douglas  Aircraft. 

Q.  Did  you  call  upon  any  particular  person  at 
Douglas  Aircraft?  A.    Mr.  Bush. 

Q.  What  position  did  Mr,  Bush  have  with  that 
company  at  that  time? 

A.  He  was  the  supervisor  in  charge  of  flight 
test. 

Q.  And  who  was  Mr.  Bush?  Had  you  known 
Mr.  Bush  prior  to  the  time  of  this  visit? 

A.    He  was  a  friend  of  Ed  Pitzer's. 

Q.  And  who  was  present  at  the  time  you  saw 
Mr.  Bush  on  the  occasion  of  that  visit? 

A.  Mr.  Bush  took  us  into  the  testing  lab  and 
introduced  us  to  the  group  supervisor  in  charge  of 
the  lab. 

Q.    And  who  was  "us",  Mr.  Dillon? 

A.    Mr.  Pitzer  and  myself. 

Q.  Did  you  have  a  conversation  with  the  person 
in  the  testing  lab?  A.    Yes. 

Q.  What  was  the  substance  of  that  conversa- 
tion? 

Mr.  Lewis  E.  Lyon:  Find  out  who  the  person 
was. 

The  Witness:  He  was  a  group  supervisor  in 
charge  of  [532- A]  testing. 

Q.  By  Mr.  Pruitt:  Do  you  remember  the  name 
of  the  group  supervisor? 

A.    I  am  not  sure  of  it  now. 

Q.    Who  else  was  present  at  that  time  ? 

A.     Besides  Ed  Pitzer  and  myself? 
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Q.    Yes. 

A.  Mr.  Bush  was  present  to  begin  with,  and  he 
left  us  in  the  hands  of  the  group  supervisor. 

Q.  What  was  the  substance  of  the  conversation 
that  was  had  at  that  time  and  x^lace? 

A.  Mr.  Bush  told  him  that  we  were  interested  in 
seeing  what  kind  of  work  was  available  at  Douglas 
that  we  could  do,  and  that  if  he  could  be  of  any 
help  to  us,  he  would  appreciate  it. 

He  then  suggested  that  we  should  go  see  some- 
body in  engineering,  and  said  that  a  Mr.  Waters 
was  in  charge  of  instrumentation  on  the  missile 
program,  and  that  he  vvould  take  us  and  introduce 
us  to  Mr.  Waters. 

Q.     Did  he  do  that?  A.    He  did. 

Q.  Did  you  have  a  conversation  with  Mr.  Waters 
on  that  same  date?  A.    Yes,  I  did. 

Q.  Who  else  was  present  at  the  time  of  that 
conversation?  [533] 

A.  Herb  Aldinger,  and  Ed  Pitzer  was  there,  but 
I  carried  on  the  conversation  with  Mr.  Waters. 

Q.  Do  you  know  what  position  Herb  Aldinger 
has  at  Douglas  Aircraft? 

A.    At  present,  no. 

Q.    At  that  time? 

A.    At  the  time  he  was  assistant  to  Mr.  Waters. 

Q.  What  was  the  substance  of  the  conversation 
at  that  time  and  place? 

A.  We  indicated  that  we  would  be  interested, 
again,  in  getting  into  the  instrument  field,  and  if 
there  was  any  opportunity.  And  he  said  that  there 
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definitely  was,  they  were  looking  for  more  than 
one  source, — two  sources,  if  they  could  find  them, 
or  possibly  more  than  that ;  that  they  wanted  people 
to  come  in  to  create  competition  to  reduce  the  price 
on  the  instrument  that  they  were  using. 

Q.  At  that  time  did  you  have  any  models  of 
instruments  with  you?  A.     Two. 

Q.  I  show  you  Plaintiff's  Exhibit  28,  and  ask 
you  if  that  was  one  of  the  models  that  was  shown 
to  Mr.  Waters  on  the  occasion  of  that  conversation. 

A.    No,  not  this  exact  one. 

Q.    Was  it  similar  to  this  one?  [534] 

A.     Similar,  yes. 

Q.  Did  you  have  another  type  of  model  there 
at  that  time? 

A.    Yes,  we  had  a  model  B. 

Q.  As  a  result  of  that  meeting  with  Mr.  Waters 
did  you  receive  any  order  from  Douglas  for  the 
production  of  potentiometers? 

A.    Not  as  a  result  of  that  meeting. 

Q.  What  was  the  next  contact  you  had  with 
Douglas  relating  to  the  manufacture  by  you  of 
potentiometers  ? 

A.  The  next  contact,  I  went  back  to  see  Mr. 
Waters,  and  he  took  me  to  the  hydraulics  group, 
where  they  were  doing  design  work  on  future  re- 
quirements. 

It  was  at  that  time  that  we  also  discussed  the 
model  C,  and  the  unit  that  you  showed  here  a  while 
ago  with  the  three  elements  in  one  cover. 
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Q.  The  latter  instiiiment  you  are  referring  to 
is  Defendants'  Exhibit  I?  A.     Yes. 

Q.  At  or  about  what  date  was  that  contact 
made,  Mr.  Dillon? 

The  Clerk:     That  was  Exhibit  T. 

Mr.  Pruitt:    T? 

The  Clerk:    Yes. 

Mr.  Pruitt:    Exhibit  T.  Pardon  me.  [535] 

The  Witness:  Sometime  in  February  or  March 
of  1951. 

Q.  By  Mr.  Pruitt:  At  that  time  did  you  have 
discussions  with  any  engineer  at  Douglas  with  re- 
spect to  the  purchase  ^f  the  model  E-1  instnmients 
from  you?  A.     Yes. 

Q.  Did  you  have  a  conversation  with  Mr.  Si- 
monick  on  that  subject?  A.    Yes. 

Q.  What  did  Mr.  Simonick  say  in  connection 
with  the  production  of  that  instrument? 

A.     The  production  of  E-1? 

Q.    E-1. 

A.  That  it  would  probably  not  be  a  production 
unit,  but  they  needed  it  for  test  equipment. 

Q.  Did  he  ask  you  to  prepare  suggested  draw- 
ings to  submit  prior  to  the  commencement  of  man- 
ufacturing? A.    Yes. 

Q.    And  did  you  do  that?  A.    Yes. 

Q.  Did  Mr.  Simonick  examine  the  drawings  in 
your  presence?  A.    Yes. 

Q.  Did  he  make  any  suggestions  with  respect 
to  the  manner,  or  of  any  changes  that  should  be 
made  in  the  instrument?  [536] 
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A.  I  think  one  change  that  was  discussed  was 
the  type  of  mounting  arrangement  we  would  use 
in  that  particular  unit. 

Q.  At  the  time  of  your  original  discussion  with 
Mr.  Simonick  with  respect  to  the  model  E-1,  did  he 
tell  you  the  external  dimensions  of  the  body  mem- 
ber of  the  instrument  1 

A.     I  think  that  they  spelled  that  out  for  us, 

yes.  [537] 
*  *  *  *  * 

Q.  By  Mr.  Pruitt:  Mr.  Dillon,  I  show  you  a 
drawing,  which  is  Plaintiff's  Exhibit  33  in  evi- 
dence, and  ask  you  to  look  at  that,  please. 

I  now  hand  you  the  instrument  which  has  been 
marked  as  Defendants'  Exhibit  V,  for  identifica- 
tion, and  ask  you  to  examine  that  instrument 
please.  Have  you  examined  those  matters,  Mr. 
Dillon?  A.    Yes. 

Q.  Does  the  instrument  which  you  have  just  ex- 
amined represent  the  same  instrument  as  is  drawn 
in  Plaintiff's  Exhibit  33?  A.    Yes.  [552] 

Q.    And  what  model  instrument  is  that? 

A.    B-11. 

Q.  And  is  that  instrument  manufactured  by 
you?  A.    Yes. 

Mr.  Pruitt:  I  will  offer  the  instrument  in  evi- 
dence as  Defendants'  Exhibit  V,  your  Honor. 

Mr.  Lewis  E.  Lyon:  Objected  to,  your  Honor, 
on  the  ground  there  is  no  proper  foundation  laid 
as  to  time  or  anything  else  with  respect  to  this 
matter.  It  may  be  something  that  was  made  today. 
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Q.  By  Mr.  Pruitt:  When  was  the  instrument 
first  manufactured  by  you,  Mr.  Dillon? 

A.    In  April  or  May. 

Q.    And  did  you  sell  one  of  those  instnmnents 

Mr.  Lewis  E.  Lyon:    What  year? 

The  Witness:    This  year. 

Q.  By  Mr.  Pruitt:  Did  you  sell  one  or  more  of 
those  instruments  at  or  about  that  date? 

A.    Yes. 

Mr.  Pruitt:    I  will  renew  the  offer,  your  Honor. 

The  Court :    All  right.  It  may  be  received. 

The  Clerk:    V  in  tvidence.  [553] 

***** 

Q.  Mr.  Dillon,  w-hen  was  the  first  sale  of  any 
instniment  manufactured  by  you  sold  to  Convair? 

A.     Last  year;  in  May  or  June,  I  believe. 

Q.  Will  you  state  the  circumstances  under  which 
you  procured  an  order  for  the  sale  of  potentiom- 
eters to  Convair  at  or  about  that  time? 

A.  In  the  very  early  months  of  1953  we  were 
contacted  by  an  engineer  from  Bendix  Aviation 
Corporation.  They  requested  that  we  forward  a 
Model  F  to  their  sales  representative  at  Convair, 
that  they  would  like  to  have  it  out  for  Convair 's 
evaluation  purposes. 

I  followed  this  up  approximately  a  month  and 
a  half  later,  and  talked  to  Engineering  at  Convair. 
They  had  been  very  satisfied  with  the  report  of  the 
test  on  the  instrument,  and  were  anxious  to  have 
us  enter  into  the  field  of  their  requirements.  From 
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that  conversation  we  submitted  drawings,  and  pro- 
posals, and  were  later  given  an  order.  [556] 

***** 

Q.  By  Mr.  Pruitt:  Mr.  Dillon,  I  hand  you  De- 
fendants' Exhibit  Y,  for  identification,  and  ask  you 
to  describe  what  that  document  purports  to  re- 
veal. [559] 

A.  This  document  is  a  list  of  all  the  instruments 
sold  to  the  di:fferent  organizations,  by  their  model 
niunber  and  quantity  of  each  sold  to  those  organ- 
izations. 

Q.  And  when  was  the  date  of  your  first  sale  of 
a  potentiometer?  A.    In  1951. 

Q.    At  or  about  what  date  or  month  in  1951? 

A.    Around  April. 

Q.  And  does  this  schedule  continue  from  at  or 
about  April,  1951,  up  until  a  current  date? 

A.    Yes,  up  until  June  of  this  year. 

Q.  Now,  was  this  schedule  prepared  under  your 
direction  or  supervision? 

A.  Yes,  it  was  prepared  by  my  secretary  under 
my  direction. 

Q.  Was  the  information  therein  contained  based 
upon  records  kept  by  Edcliff  in  the  ordinary  course 
of  its  business?  A.    Yes. 

Q.  What  basic  vouchers  were  used  in  the  prep- 
aration of  this  schedule? 

A.    Purchase  orders. 

Q.  That  is,  purchase  orders  received  from  the 
various  customers  listed  on  the  schedule? 

A.    Yes. 
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Mr.  Pniitt:  I  will  offer  this,  your  Honor,  as  the 
[560]  Defendants'  next  in  order. 

Mr.  Lewis  E.  Lyon:  We  objeet  to  it  on  the 
ground  it  has  not  been  properly  proven  or  identi- 
fied, no  i^roper  foundation. 

The  Court :    It  is  evidently  a  summary  made  from 
the  books  showing  sales.  Overruled. 
The  Clerk:    Y  in  evidence. 

(The  document  referred  to  was  marked  De- 
fendants' Exhibit  Y,  and  was  received  in  evi- 
dence.) [561] 

[See  Book  of  x]xhibits.] 

*  #  *  *  * 

The  Court:  I  don't  know  why  this  elaborate 
examination,  which  is  argumentative,  with  a  lot  of 
emotion  in  the  voice,  or  that  it  is  leading  to  any- 
thing. These  men  have  admitted — they  claim  the 
patent  is  invalid,  and  there  has  been  no  contention 
by  them  that  they  invented  anything.  They  claim  it 
is  invalid,  and,  therefore,  they  took  it.  So  until 
there  is  proof  of  a  claim  that  they  invented  it  them- 
selves, [582]  it  seems  to  me  that  all  this  insistence 
as  to  how  they  started  in  business  is  not  material. 

They  say  they  deliberately  started  in  business  to 
make  this.  Neither  of  them  is  an  engineer.  This 
witness  is  a  salesman,  and  the  other  is  a  machinist. 
So  I  can't  see  why  so  much  time  is  being  taken  to 
argue  with  him.  You  are  arguing  with  the  witness, 
and  what  difference  does  it  make  if  it  was  on  the 
9tli  or  the  15th?  What  difference   does   it   make 
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whether  he  was  still  with  the  Acme  Saw  Company 

or  not"?  They  are  not  parties  to  this  action. 

Mr.  Lewis  E.  Lyon:  Well,  if  your  Honor  is  sat- 
isfied  

The  Court :  Supposing  Pitzer  was  still  employed 
by  Bourns  while  he  was  doing  that.  That  wouldn't 
make  any  difference  ultimately  on  the  infringe- 
ment, and  would  not  bear  on  unfair  competition, 
either. 

I  cannot  see  the  purpose  of  this  elaborate  emo- 
tional examination,  going  back  and  forth  to  a  par- 
ticular date,  and  whether  it  was  a  Saturday  or  a 
Monday. 

You  have  got  in  evidence  the  fact  that  they  went 
into  this  business,  and  they  went  to  making  potenti- 
ometers. They  are  not  claiming  that  they  invented 
anything.  They  are  not  claiming  they  have  a  patent. 
So  far  they  have  admitted  they  imitated,  but  they 
claim  it  is  an  invalid  patent. 

So  what  is  the  object  of  this  minute  examination 
over  a  date?  [583] 

Mr.  Lewis  E.  Lyon:  It  is  to  establish  those 
facts,  your  Honor,  which  your  Honor  has  so  clearly 
in  mind.  That  being  true,  I  don't  think  there  is  any 
need  to  pursue  it. 

The  Court:  There  is  no  claim  by  this  man  that 
they  started  out  to  make  something  out  of  their 
own  ingenuity.  There  has  been  no  such  claim  so 
far,  and,  certainly,  it  is  not  proper  cross  examina- 
of  this  man.  Their  counsel  are  not  objecting,  but 
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there  ought  to  be  some  limit  as  to  where  we  are 

going. 

Furthermore,  as  I  told  you  ])ofore,  stealing  cus- 
tomers is  not  unfair  comjjetition  under  the  laws  of 
California.  That  gives  rise  to  a  special  action  in 
the  case,  and  this  is  practically  the  only  State  in 
the  Union  which  has  it.  Incidentally,  in  the  original 
opinion  you  will  find  some  of  the  cases  that  I  de- 
cided. One  of  them,  the  Avocado  case.  As  I  say,  it 
is  the  only  State  in  the  Union  other  than  Ohio  that 
has  that  rule.  It  started  out  of  the  laundry  route 
case.  That  originated  in  a  peculiar  way.  It  origin- 
ated in  an  Appellate  Livision  case  in  New  York, 
which  was  later  reversed.  In  the  meantime  our 
courts  got  stuck  with  this  intermediate  decision, 
and  followed  it. 

You  are  entitled  to  injunctive  relief,  but  it  is  not 
called  unfair  competition.  It  is  not  on  that  basis. 
It  is  called  a  violation  of  the  relationship,  to  take 
a  man's  customers.  But  regardless  of  that,  the  par- 
ticular date  is  not  [584]  so  important.  You  have 
got  the  basic  facts  there.  You  have  the  invoices 
from  which  you  can  argue,  but  you  are  going  back 
and  forth,  and  back  and  forth.  You  have  gone  back 
over  those  dates  from  the  beginning  of  November 
ten  times,  and  I  cannot  see  the  importance  of 
whether  it  Avas  on  a  Monday  or  on  Saturday  after- 
noon, or  whether  he  did  it  on  his  own  time,  or  on 

Acme's  time.  [585] 
*  *  *  *  # 

Cross  Examination 
Q.    By  Mr.  Lewis  E.  Lyon:    I  place  before  you, 
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Mr.  Dillon,  Exhibit  V,  which  I  understand  is  a 
*'B-11"  potentiometer  of  the  Edcliff  Instruments.  I 
have  taken — I  don't  know  whether  you  would  call 
this  the  cover  or  side  plate — off  from  it.  Which 
would  you  call  it? 

A.     It  would  be  called  the  cover,  Mr.  Lyon. 

Q.     (Continuing) :      to    expose    the    insides. 

Now,  neither  the  resistance  element  nor  the  short- 
ing strip  in  the  B-11  model,  Exhibit  V,  is  mounted 
in  the  cover,  is  it? 

A.     That  is  right,  sir. 

Q.  In  that  instrument,  the  way  in  which  the  con- 
tacts are  connected  to  the  resistance  element,  and 
to  the  shorting  strip,  is  by  little  fine  wires  which 
are  soldered  to  the  bottom  of  the  contact  elements, 
isn't  that  correct? 

A.     To  the  bottom  of  the  feed  through  terminals. 

Q,  And  the  wound  resistance  element  in  the 
B-11  structure  is  mounted  on  a  piece  which  is  in- 
serted in  the  [586]  body,  is  it  not? 

A.    Yes,  Mr.  Lyon. 

Q.  And  that  element  which  carries  the  resistance 
element  is  secured  to  the  body  how — ^by  means  of 
the  two  little  screws  that  you  see? 

A.     No,  sir.  That  is  cemented  in  there. 

Q.     Cemented  in?  A.    Yes. 

Q.  Now,  we  are  looking  at  one  side  with  what 
you  called  the  cover  off,  and  looking  straight  at  the 
face  of  the  wound  resistance  element,  is  that  true? 

A.     Straight  at  the  side 

Q.     Straight  at  the  face  or  side? 
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A.     Side,  yes,  sir. 

Q.  All  right.  Now,  on  the  other  side  of  that  in- 
serted bar  or  piece  which  is  cemented  in  position  in 
the  body  is  the  shorting  strip?  A.     Yes. 

Q.  And  the  two  little  contact  elements  which  are 
carried  by  the  post,  which  slides  in  the  body,  bridge 
between  the  resistance  element  which  we  have  just 
positioned  and  the  shorting  strip  which  is  on  the 
other  side  of  that  bar  which  is  cemented  in  the 
body,  isn't  it?  A.    Yes,  sir. 

Q.  You  state  that  this  B-11  potentiometer,  Ex- 
hibit [587]  V,  was  first  made  when? 

A.     In  April  or  May   I  believe,  sir. 

Q.     Of  this  year  ?  A.    Yes,  sir. 

Q.  And  submitted,  was  it  not,  to  North  Ameri- 
can Aviation?  A.    Yes,  sir. 

Q.  Were  any  of  them  sold  to  North  American 
Aviation  ?  A.    Yes,  sir. 

Q.     On  a  test  sale? 

A.  I  don't  understand  your  terminology  of  test 
sale,  Mr.  Lyon. 

Q.  Did  they  put  them  in  test  to  determine 
whether  they  were  satisfactory,  to  your  knowledge  ? 

A.     I  believe  they  did,  yes,  Mr.  Lyon. 

Q.  And  you  endeavored  to  sell  this  particular 
B-11  on  an  order  to  them?  A.    Yes,  sir. 

Q.     And  you  didn't  get  the  order,  did  you? 

A.    No,  sir. 

Mr.  Lewis  E.  Lyon :  I  will  ask  that  the  B-11  sam- 
ple be  put  together  again. 

Q.    By  Mr.  Lewis  E.  Lyon:     Tn  fact,  to  your 
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knowledge  that  order  was  given  to  Bourns  Labora- 
tories for  the  standard  type  of  potentiometer  where 
the  shorting  strip  and  the  wound  [588]  resistance 
element  were  mounted  in  the  cover  of  the  potenti- 
ometer, isn't  that  true  ?  A.     No,  sir. 

Q.     You  don't  know  whether  it  was  or  not? 

A.     No,  sir. 

Q.     Is  that  what  you  mean? 

A.     That  is  what  I  mean,  sir. 

Mr.  Lewis  E.  Lyon:  I  will  state  for  the  record 
at  this  time,  your  Honor,  so  that  there  may  be  no 
misunderstanding  on  the  subject  matter,  that  as  far 
as  the  B-11  instrument  is  concerned,  we  do  not  claim 
that  that  instrument  is  one  copied  from  Bourns 
Laboratories,  or  that  it  comes  under  the  patent  in 
suit.  We  are  making  no  such  claim,  nor  have  we  at 
any  time.  *****  [589]  , 

Q.     By  Mr.  Lewis  E.  Lyon:    This  summary.  Ex-'" 
hibit  Y,  was  prepared  by  your  secretary,  was  it? 

A.    At  my  direction,  yes,  sir. 

Q.  And  the  information  that  is  compiled  in  there 
was  taken  from  your  books,  was  it? 

A.     From  purchase  orders. 

Q.     From  purchase  orders  ?  A.     Yes,  sir. 

Q.  And  the  information  that  is  tabulated  on  here 
of  the  purchase  order  numbers  is  the  information 
which  is  shown  on  those  purchase  orders,  is  it  ? 

A.     Yes,  sir.  [596] 

Q.  Now,  your  secretary,  then,  separated  these 
orders,  did  she,  and  endeavored  to  classify  these 
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different  sales  in  the  manner  in  which  the  classifica- 
tion of  Exhibit  Y  is  made;  is  that  true? 

A.     Yes,  sir. 

Q.  And  the  total  material  that  she  had  to  make 
these  separations  into  different  classes  was  the  ma- 
terial which  is  set  forth  in  Exhibit  Y,  and  that  is 
all,  isn't  if? 

A.    Working  with  me,  sir,  yes. 

Q.  And  as  far  as  a  purchase  order  which  states 
306YX1815-53,  does  that  give  you  any  indication  at 
all  as  to  what  use  is  to  be  made  of  the  equipment? 

A.  That  particular  number  probably  doesn't  Mr. 
Lyon,  but  the  other  accompanying  information  pos- 
sibly would. 

Q.  And  the  information  that  is  set  forth  in  this 
talnilation  with  reference  to  these  purchase  order 
numbers,  quantities,  and  the  customers  is  what  is 
contained  on  the  purchase  orders,  is  it  not? 

A.  Would  you  repeat  that  question,  please,  Mr. 
Lyon? 

Mr.  Pruitt:    Please  speak  out,  Mr.  Dillon. 

The  Witness :  I  would  like  to  have  that  question 
repeated. 

Mr.  Lewis  E.  Lyon:  Yes.  If  the  reporter  will 
please  read  the  question. 

(The  question  was  read.)  [597] 

The  Witness :     Yes,  sir. 

Q.  By  Mr.  Lewis  E.  Lyon:  And  that  is  true 
throughout  this  compilation  in  Exhibit  Y;  is  that 
true?  A.    Yes,  sir. 

Mr.  Lewis  E.  Lyon :    That  is  all. 
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The  Court:     Any  redirect*? 
Mr.  Priiitt:    One  question,  your  Honor. 

Redirect  Examination 
By  Mr.  Pruitt: 

Q.  In  connection  with  the  preparation  of  Ex- 
hibit Y,  Mr.  Dillon,  did  your  counsel  advise  you 
which  models  of  instrument  should  be  included  in 
that  schedule  ?  A.    Yes,  sir. 

Q.  And  the  only  instruments  included  in  that 
schedule  are  those  instruments  which  your  counsel 
advised  you  to  include  in  that  schedule ;  is  that  cor- 
rect? A.    Yes,  sir.  *****   [598] 

GARDNER  P.  WILSON 

called  as  a  witness  by  and  on  behalf  of  the  defend- 
ants, having  been  first  duly  sworn,  was  examined 
and  testified  as  follows: 

The  Clerk:  What  is  your  name,  please? 

The  Witness :    My  name  is  Gardner  P.  Wilson. 

Direct  Examination 

Q.  By  Mr.  Pruitt:  Where  do  you  reside,  Mr. 
Wilson? 

A.  I  live  at  1435  Old  House  Road,  Pasadena, 
California. 

Q.    What  was  your  education,  please  ? 

A.  I  graduated  from  the  California  Institute  of 
Technology  in  1938  with  a  Bachelor  of  Science  de- 
gree in  engineering. 

Q.     Any  specialized  field  of  engineering? 
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A.     Yes,  electrical  engineering. 

Q.  By  whom  were  you  employed  after  you  re- 
ceived your  degree  from  Cal  Tech? 

A.  My  first  employer  was  the  Mott-Smith  Geo- 
physical Corporation  of  Houston,  Texas,  and  my 
position  was  that  of  a  computer.  I  went  to  Egypt 
for  this  company  to  work  for  the  Socony  Vacuum 
Oil  Company  in  oil  exploration  work,  and  was  [611] 
made  a  party  chief  while  I  was  in  Egypt. 

Q.  During  what  period  of  time  were  you  so  em- 
ployed ? 

A.  This  was  from  1938  to  1940;  approximately 
two  years  exactly. 

Q.  What  was  the  nature  of  your  duties  in  that 
position  ? 

A.  I  was  party  chief  of  a  double  gravity  meter 
oil  exploration  crew  during  most  of  that  interval 

Q.  Did  you  have  occasion  to  use  and  did  you 
use  precision  instruments,  including  electronic  in- 
struments, during  that  period  ?  A.    Yes,  sir. 

Q.    What  was  your  next  employment? 

A.  My  next  employment  was  with  the  Lockheed 
Aircraft  Corporation,  where  I  was  employed  as  a 
junior  engineer,  and  I  worked  on  the  electrical  de- 
sign of  the  P-38  aircraft. 

Q.  During  what  period  of  time  were  you  so  em- 
ployed ? 

A.  This  was  1940  to  1941;  approximately  one 
year. 

Q.    And  what  was  your  next  employment? 
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A.  My  next  employment  was  with  the  Western 
Electric  Company  in  New  York.  [612] 

Q.     During  what  period  of  time? 

A.     1941  through  1945.  Four  years  in  total. 

Q.     What  was  your  position  at  that  company? 

A.  My  final  position  was  head  of  the  field  test- 
ing division  of  the  field  engineering  force  of  the 
Western  Electric  Company. 

Q.  What  was  the  nature  of  your  duties  in  that 
work? 

A.  I  was  in  charge  of  a  group  of  engineers  who 
were  engaged  in  the  first  military  tests  and  trials 
of  radar,  sonar,  and  magnetic  detection  equipment. 

Q.     Did  you  use  any  potentiometers  in  that  work? 

A.    Yes,  we  used  many  potentiometers. 

Q.    What  was  your  next  employment? 

A.  My  next  employment  was  with  the  Naval 
Ordnance  Test  Station  in  Pasadena,  U.S.  Naval 
Ordnance  Test  Station.  There  was  a  slight  period 
of  about  one  month  where  it  was  actually  nm  by 
Cal  Tech.  I  was  employed  by  Cal  Tech  for  one 
month,  and  then  it  became  officially  part  of  Navy, 
but  it  was  the  same  group  of  people. 

Q.  What  was  your  position  with  the  Naval  Ord- 
nance Test  Station,  Pasadena? 

A.  I  started  out  as  group  head  of  a  small  group 
of  engineers,  which  I  held  for  a  year  or  two,  and 
progressively  up  to  the  head  of  the  test  division, 
which  included  all  instrumentation  development  and 
testing.  [613] 

Q.     During  what  period  of  time  were  you  em- 
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ployed  at  the  Naval  Ordnance  Test  Station,  Pasa- 
dena? 

A.    From  1945  to  1952,  a  period  of  six  years. 

Q.  Did  you  use  potentiometers  in  the  work  done 
by  you  at  the  Naval  Ordnance  Test  Station,  Pasa- 
dena ?  A.    Yes,  sir. 

Q.  For  what  purpose  or  purposes  were  potenti- 
ometers used  at  that  organization? 

A.  Well,  potentiometers  are  used  for  a  number 
of  things.  One  of  them  is  to  divide  a  voltao^e  to  take 
a  ratio  of  a  voltage.  The  name  of  "potentiometer" 
implies  just  this  function,  and  this  is  used  in  many 
instruments  in  many  pi^ices.  Other  places  include 
transducers,  where  a  motion  is  translated  into  a 
change  of  resistance  or  a  change  in  voltage,  as 
measured  across  the  potentiometer,  as  a  function  of 
that  motion. 

Q.  Did  you  do  telemetering  work  at  Naval  Ord- 
nance Test  Station,  Pasadena? 

A.  Yes,  we  did  telemetering  work  on  many  occa- 
sions. 

Q.  In  connection  with  what  device  or  apparatus 
did  you  use  telemetering  equipment? 

A.  We  telemetered  from  guided  missiles,  and 
telemetered  from  torpodoes  while  in  flight  from  the 
aircraft  that  was  dropping  them. 

Q.  By  whom  are  you  now  employed,  Mr.  Wil- 
son? 

A.  I  am  now  employed  by  the  Consolidated  En- 
gineering [614]  Corporation  in  Pasadena,  Cali- 
fornia. 
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Q.  What  is  your  position  with  that  organiza- 
tion'? 

A.     I  am  their  chief  development  engineer. 

Q.  And  what  is  the  nature  of  your  duties  in  that 
capacity  ? 

A.  I  am  in  charge  of  all  development  projects 
in  the  engineering  division  at  Consolidated  Engi- 
neering. 

Q.  Do  you  have  any  other  engineers  under  your 
supervision  in  that  capacity?  A.    Yes,  sir. 

Q.    How  many? 

A.    Approximately  25  development  engineers. 

Q.  While  you  were  at  NOTS,  Pasadena,  did  you 
or  others  in  that  organization  do  winding  of  coils 
and  resistors  ?  A.    Yes,  sir. 

Q.  Did  you  make  any  potentiometers  while  you 
were  at  NOTS,  Pasadena?  A.    Yes,  sir. 

Q.     Did  you  do  so  as  early  as  1946? 

Mr.  Lewis  E.  Lyon:  That  is  objected  to,  your 
Honor,  on  the  ground  that  it  is  without  the  plead- 
ings of  this  case.  There  is  no  pleading  in  this  mat- 
ter of  any  prior  inventor  or  prior  use. 

Mr.  Pruitt:  It  is  a  preliminary  question  leading 
to  a  description  by  this  witness  of  the  project  as 
testified  to  [615]  by  Mr.  Bourns. 

The  Court:     Overruled. 

Mr.  Pruitt :  Will  you  read  the  question,  please  ? 
(The  question  referred  to  was  read  by  the 
reporter  as  follows:     *'Q.     Did  you  do  so  as 
early  as  1946?") 

The  Witness :     Yes,  sir. 
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Mr.  Lewis  E.  Lyon:  T  object  to  that  also  on  the 
ground,  your  Honor,  that  it  is  leading. 

The  Court:  Overruled.  He  is  an  expert,  and  he 
may  answer  it.  The  answer  doesn't  rise  above  the 
reasons  that  he  gives  for  it.  Go  ahead.  [616] 

Q.  By  Mr.  Pruitt:  Have  you  ever  made  a  po- 
tentiometer, Mr.  Wilson?  A.    Yes,  sir. 

Q.  Did  you  make  one  during  the  time  you  were 
employed  at  NOTS,  at  Pasadena*? 

A.    Yes,  sir. 

Mr.  Lewis  E.  Lyon:  I  object,  your  Honor,  and 
I  move  to  strike  the  answer  on  the  ground  it  is  an 
endeavor  to  put  in  something  without  the  pleadings 
which  requires  notice. 

The  Court:  I  am  admitting  it  for  the  same  lim- 
ited purpose  for  which  I  allowed  similar  questions 
of  another  witness ;  I  think  Mr.  Dillon,  or  one  of  the 
other  witnesses.  I  forget  who.  Go  ahead. 

Q.  By  Mr.  Pruitt:  What  size  or  sizes  of  wire 
did  you  use  for  that  purpose,  Mr.  Wilson? 

A.  I  think  the  finest  wire  that  I  have  used  per- 
sonally is  two-thousandths  in  diameter.  This  is  a 
standard  wire  size. 

Q.  Have  you  ever  used  enameled  wire  for  that 
purpose  ?  A.    Yes,  sir. 

Q.  When  using  enameled  wire  for  that  purpose, 
is  it  necessary  to  remove  the  enamel  from  a  por- 
tion of  the  wire  before  incorporating  it  into  a  po- 
tentiometer ? 

A.    In  order  to  make  contact  upon  the  sliding 
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member,  you  must  go  through  the  insulating  sur- 
face of  the  enamel  that  is  on  the  wire.  [617] 

Q.    And  have  you  ever  done  that? 

A.    Yes,  sir. 

Q.     In  what  manner  did  you  accomplish  thaf? 

A.  By  various  abrasive  techniques,  in  which  the 
enamel  is  removed  either  by  a  crocus  cloth,  sul- 
phuric oxide,  rouge,  tripoli,  corundum,  file,  any- 
thing to  abrade  the  surface  and  take  the  enamel 
from  the  surface  and  expose  the  pure  wire. 

Q.    Did  you  do  that  prior  to  1950? 

A.    Yes,  sir. 

Q.  While  you  Avere  employed  at  NOTS,  Pasa- 
dena, was  Marian  E.  Bourns  also  employed  there 
during  any  portion  of  the  period  ? 

A.    Yes,  sir. 

Q.    During  what  period? 

A.  From  the  period  that  I  started  at  the  Naval 
Ordnance  Test  Station,  which  was  in  October,  1945, 
until  Mr.  Bourns  resigned,  approximately  a  year 
later. 

Q.  What  was  Mr.  Bourns'  position  at  ISTOTS 
during  that  period? 

A.  Mr.  Bourns  was  employed  as  a  junior  phy- 
sicist, grade  P-3. 

Q.  Were  the  respective  duties  of  yourself  and 
Mr.  Bourns  in  any  way  related  during  that  time? 

A.    Yes,  sir. 

Q.    What  was  the  relationship  ?  [618] 

A.     I  was  his  supervisor. 

Q.     Did  you  have  a  group  of  persons  under  your 
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supervision  or  control  or  direction  during  that  pe- 
riod of  time  at  NOTS?  A.     Yes. 

Q.  What  were  the  functions  of  the  p^roup  that 
you  headed  in  that  organization? 

A.  The  functions  of  this  group  were  to  develop 
instrumentation  systems  and  equipment  for  the  pur- 
pose of  telemetering  data  from  guided  missiles,  and 
like  devices. 

Q.  Were  potentiometers  used  in  the  require- 
ments of  those  functions  at  that  time  ? 

A.    Yes,  sir. 

Q.  In  what  way  or  ways  were  they  used  at  that 
time  ? 

A.  Their  use  was  to  translate  a  motion  into  an 
electrical  signal  which  could  be  recognized  and 
measured  on  the  ground  or  by  the  receiving  station 
to  indicate  the  motion  of  the  part  in  question. 

Q.  What  types  of  potentiometers  were  being 
used  at  that  time  for  those  purposes? 

A.  We  were  using  the  standard  available  rotary 
type  potentiometers,  as  manufactured  by  General 
Radio,  Fairchild  Instrimients,  G.  M.  Giannini  Cor- 
poration in  Pasadena,  and  Beckman  Helipots,  I 
believe. 

Q.  WTiat  particular  manufacturer  or  manufac- 
turers of  [619]  potentiometers  that  were  used  for 
telemetering  purx')oses  were  used  in  connection  with 
missiles  at  that  time? 

The  manufacturers  included  Giannini  of  Pasa- 
dena, Fairchild,  General  Radio.  As  I  recall,  we  used 
quite  a  few  Giannini  pots. 
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Q.  What  type  of  Giannini  pot  was  used  in  that 
way  ? 

A.  One  of  the  types  that  was  used  was  their 
Microtorque  potentiometer,  which  is  a  very  tiny  de- 
vice made  of  very  fine  wire,  which  is  capable  of 
being  driven  by  a  very  delicate  type  of  phenomena. 

Q.  Can  you  tell  us,  of  your  own  knowledge,  what 
the  performance  characteristics  of  that  potentiome- 
ter were  at  that  time  ? 

A.  Yes.  This  was  a  wire-wound  potentiometer  of 
very  low  torque.  In  other  words,  the  friction  drag 
to  cause  the  wiper  to  move  was  very  small.  It  was 
a  very  useful  device. 

Q.  Do  you  know,  of  your  own  knowledge,  the 
characteristics  with  respect  to  resolutions'? 

A.  Yes.  I  believe  we  used  the  2,000  ohm  type, 
2,000  to  5,000  ohm  type,  and  the  resistor  card  was 
wound  with  probably  a  thousand  turns  or  more.  The 
resolution  there  would  be  one  part  in  1,000  divided 
on  a  360-degree  arc. 

Q.  What  were  the  characteristics  of  those  poten- 
tiometers with  respect  to  linearity  at  that  time  ? 

A.  The  linearity  could  be  specified  as  purchased 
from  [620]  the  manufacturer.  As  I  recall,  the  stan- 
dard model  was  a  half  a  per  cent,  and  it  could  be 
obtained  in  a  tenth  per  cent  size. 

Q.  What  were  the  characteristics  of  those  po- 
tentiometers with  respect  to  repeatability? 

A.  The  repeatability  under  constant  temperature 
was  probably  good  to  a  tenth  of  a  per  cent. 

Q.    Do  you  know,  of  your  own  knowledge,  the 
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diameter  of  the  wire  that  was  used  in  the  Giannini 

pots  that  were  being  used  by  NOTS  at  that  time? 

A.    It  seemed  to  be  two-thousandths  or  less. 

Q.  Did  you  have  any  discussion  with  the  other 
persons  in  your  group  relative  to  using  some  other 
type  of  potentiometers  than  you  were  using  at  that 
time? 

A.  Yes,  we  had  discussions  on  many  occasions, 
in  that  this  was  one  of  our  most  useful  types  of 
transducer,  and  we  had  often  wished  for  a  linear 
device  of  convenient  size  and  of  convenient  resist- 
ance value  to  match  our  telemetering  unit.   [621] 

Q.  Had  you  previously  heard  of  a  linear  motion 
potentiometer  at  that  time? 

Mr.  Lewis  E.  Lyon:  That  is  objected  to  as  call- 
ing for  hearsay  evidence,  your  Honor. 

The  Court :    Overruled.  He  may  answer. 

The  Witness :  Yes,  sir.  I  have  used  linear  motion 
potentiometers  for  at  least  25  years. 

Q.  By  Mr.  Pruitt :  What  types  of  linear  motion 
potentiometer  were  available  at  that  time? 

A.    While  at  NOTS? 

Q.    Yes,  in  1946. 

A.  As  I  recall,  there  were  large  types  as  manu- 
factured by  CENCO,  James  Biddel,  and  others  of 
the  variety  used  in  a  physics  laboratory  that  many 
people  have  seen  of  the  hundred  watt  tyi^e.  Prac- 
tically all  physics  and  engineering  students  are 
exposed  to  the  use  of  these  devices.  They  are  called 
slide  wires,  very  often. 
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Q.  Did  you  know  of  linear  motion  potentiom- 
eters in  1946  that  were  of  small  size? 

A.  Yes,  sir,  I  recall  many  years  ago  using  an 
adjustable  grid  leak  manufactured  by  the  Pilot 
Radio  Company,  now  defunct,  which  was  smaller 
than  the  diameter  of  a  pencil,  and  perhaps  two 
inches  long.  It  was  glass,  a  glass  cartridge,  and  it 
was  to  vary  the  grid  leak  of  the  old-fashioned  radio 
receivers.  [622] 

I  also  recall  seeing,  as  parts  of  portable  radios, 
and  on  hearing  aids,  very  small  linear  potentiom- 
eters. 

Q.  Do  you  know  of  your  own  knowledge,  Mr. 
Wilson,  the  various  companies  that  are  engaged  in 
one  or  another  aspect  of  the  United  States  Govern- 
ment guided  missile  program? 

A.  I  think  this  is  general  knowledge  among  the 
engineering  profession. 

Mr.  Lewis  E.  Lyon:  I  move  to  strike  the  answer, 
your  Honor. 

The  Court:  I  will  strike  the  answer,  not  be- 
cause it  is  not  responsive,  but  it  is  immaterial.  He 
is  asking  you  specifically  if  you  knew  the  companies. 

The  Witness:  Yes,  sir.  All  the  air  frame  manu- 
facturers, Lockheed,  Boeing,  Convair,  Douglas, 
Fairchild,  Vultee,  Republic,  Bell,  Martin,  all  the 
air  frame  manufacturers. 

The  Court:    Did  you  mention  Boeing? 

The  Winess:  Yes,  I  mentioned  Boeing,  and  also 
mentioned  the  East  Coast  companies,  Martin,  Bell. 

The  Court:    I  am  sorry.  I  didn't  hear  Boeing. 
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Q.  By  Mr.  Praitt :  Was  that  information  avail- 
able to  persons  in  the  general  public? 

Mr.  Lewis  E.  Lyon:  I  object  to  that,  yonr  TTonor, 
as  calling  for  a  conclusion  of  the  witness. 

The  Court:  I  will  sustain  the  objection.  That 
is  a  conclusion  to  be  drawn  by  the  court.  [623] 

Other  than  airplane  companies,  what  companies 
might  be  in  the  field  at  all  to  purchase  potentiom- 
eters ? 

The  Witness:  Any  company  that  is  anxious  to 
measure  something.  This  might  be  an  oil  refinery; 
this  might  be  a  steel  company  who  wants  to  know 
the  position  of  their  rollers;  this  might  be  a  tank 
farm  in  which  they  want  to  know  how  much  fiuid 
is  in  the  tank ;  this  might  even  be  a  milk  company. 

The  Court :  Tell  me,  I  am  interested,  what  could 
a  milk  company  find  out? 

The  Witness :  See  how  much  milk  they  have  got 
in  the  tank. 

The  Court :     I  see. 

The  Witness :  By  attaching  a  float  and  then  cou- 
pling it  to  a  potentiometer.  In  fact,  the  gas  gauge 
of  your  automobile  does  exactly  this  same  thing. 

The  Court:     All  right. 

Q.  By  Mr.  Pruitt:  During  the  period  1946  to 
1950,  Mr.  Wilson,  were  you  familiar  with  the  ma- 
terials that  were  commonly  used  by  potentiometer 
manufacturers  for  the  various  components  included 
in  their  products  ?  A.    Yes,  sir. 

Mr.  Lewis  E.  Lyon :  I  suppose,  your  Honor,  that 
to  this  matter  of 
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The  Court:  I  made  a  mistake  awhile  ago.  I  said 
I  allowed  these  questions  to  be  asked  of  Mr.  Dil- 
lon. These  were  allowed  of  Mr.  Bourns.  Wasn't 
that  the  name  of  the  other  [624]  witness  who  testi- 
fied along  this  line  ? 

Mt.  Pruitt :    Mr.  Simonick  testified 

The  Court:  Yes,  Simonick.  Strike  out  Bourns. 
He  was  the  scientist. 

Mr.  Lewis  E.  Lyon:  This  testimony  is  received 
subject  to  my  objection  that  it  is  without  the  plead- 
ings of  the  case? 

The  Court:  That  is  right.  The  object,  merely,  is 
to  counteract  the  statements  of  the  plaintiff  that  a 
certain  problem  existed  in  the  industry,  and  it  was 
solved  in  a  certain  way. 

Of  course,  if  you  read  the  opinion  I  wrote  for  the 
Court  of  Appeals  in  the  Six  Wheel  case.  Pointer 
against  Six  Wheel,  you  will  find  that  courts  pay 
very  little  attention  to  persons  who,  after  a  thing 
has  been  discovered,  come  in  and  say,  ''Why,  there 
is  nothing  to  it,  anyl)ody  could  have  done  that  years 
ago."  The  fact  remains  that  they  didn't  do  it. 

Mr.  Pruitt:    I  understand  that,  your  Honor. 

The  Court :     That  is  our  answer. 

Mr.  Pruitt:     The  principal  purpose 

The  Court:  And  that  case  is  the  law  of  the  Cir- 
cuit, because  it  isn't  just  my  opinion,  but  it  is  the 
opinion  of  the  court  that  I  wrote  on  an  appeal  from 
a  judgment  in  Oregon,  where  a  man  had  invented 
a  fifth  wheel,  and  they  pooh-poohed  the  idea,  that 
there  was  nothing  to  it,  anybody  could  have  done  it. 
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But  the  fact  remains  that  he  was  the  [625]  only  one 
who  succeeded.  So  I  wrote  the  opinion  for  tlie  court, 
and  I  told  them  it  is  very  easy  to  have  what  the 
French  call  esprit  d'escalier,  and  that  is  the  wit  of 
the  stairway.  That  is,  as  you  are  leaving  the  house, 
you  know,  by  the  stairway,  you  think  of  the  smart 
witty  thin.G^s  you  could  have  said.  The  French  call  it 
esprit  d'escalier,  stairway  wit. 

However,  as  I  say,  I  am  not  passinp^  .i^idcn'J^ent  on 
this ;  I  am  merely  tellins^  you  that  testimony  of  this 
character  is,  at  best,  ne.G^ative.  However,  it  is  ad- 
missible for  whatever  weight  I  will  give  it. 

Mr.  Pniitt:  This  has  a  dual  purpose.  It  is  to  de- 
fine the  scope  of  the  problem  as  distinguished  from 
what  Mr.  Bourns  explained;  and,  further,  to  show 
that  the  trade  secrets  claimed  by  Mr.  Bourns  were 
well  known  to  others. 

The  Court:  I  want  to  say  this.  I  am  saying  it 
at  the  present  time.  I  am  not  very  much  impressed 
by  the  strength  of  the  proof  on  trade  secrets,  as  you 
probably  have  gathered,  and  I  can  say  that  when 
all  of  the  plaintiff's  evidence  is  in  and  they  are  not 
going  to  bring  in  new  things  in  rebuttal.  They  won't 
be  permitted  to.  I  am  not  very  much  impressed  that 
this  is  a  case  where  trade  secrets  have  been  violated. 
Ultimately  anybody  in  the  field  would  know  the 
customers.  And  I  am  not  going  to  take  the  laundry 
route  cases,  which  are  unique  to  the  State  of  Cali- 
fornia and  change  them  into  a  new  ground  for  un- 
fair competition,  much  as  I  believe  in  the  concept 
of  unfair  practices,  as  I  call  it,  rather — much  as 
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I  believe  that  it  is  a  good  judicial  concept,  that  it 
helps  out  many  a  time  when  the  justice  of  the  case 
cannot  be  achieved  otherwise. 

In  fact,  I  gave  a  short  talk  on  it  in  New  York, 
where  a  friend  of  mine  had  attacked  the  concept, 
so  far  as  it  applied  to  copyright,  by  claiming  that 
courts  are  not  to  resort  to  this  nebulous  thing,  but 
rather  be  consistent  and  sustain  certain  things  in 
other  ways.  And  I  told  him  the  difficulty  with  him 
is  that  he  never  has  been  a  judge,  and  if  he,  like 
myself,  had  been  a  judge  and  had  seen  many  in- 
stances where  you  can't  do  justice  in  other  ways 
except  by  resorting  to  this,  as  I  illustrated  by  the 
Looz  case,  he  v^^ould  find  out  that  it  is  a  very  help- 
ful thing  for  a  court  of  equity. 

However,  as  I  say,  the  record  is  not  very  impres- 
sive at  the  present  time.  There  is  always  a  good 
deal  of  feeling  where  an  employee  goes  out  and 
starts  to  manufacture  a  product  of  his  employer, 
and  competes  with  him  in  the  field,  there  is  always 
a  good  deal  of  feeling. 

Yesterday,  when  we  were  talking  informally  in 
chambers  I  referred  to  Kammerer  against  McCul- 
lough,  a  similar  case,  where  a  man  absolutely  un- 
trained in  the  field,  he  wasn't  even  a  machinist,  he 
was  a  carpenter,  went  out  and  started  to  produce  a 
product,  which  I  held  was  infringement  of  a  patent. 

However,  let  us  go  on.  [627] 

Before  the  witness  goes  on,  I  will  give  you  the 
citation  for  the  opinion.  Pointer  vs.  Six  Wheel  Cor- 
poration, 177  Fed.  2d  153. 
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Mr.  Pruitt :  Will  you  mark  this,  please  ? 

The  Clerk:  Defendants'  Exhibit  AB,  marked  for 
identification  only. 

The  Court:     All  right. 

(The  exhibit  referred  to  was  marked  Defend- 
ants' Exhibit  AB,  in  evidence.) 
[See  Book  of  Exhibits.] 

Q.  By  Mr.  Pruitt:  Mr.  Wilson,  I  show  you  a 
copy  of  H.  W.  Rubinstein  patent  No.  2,242,327,  is- 
sued May  20,  1941,  and  particularly  to  figures  11 
through  16  thereof,  and  ask  you  if  you  are  familiar 
with  that  patent? 

Mr.  Lewis  E.  Lyon.  That  is  objected  to,  your 
Honor,  on  the  ground  that  the  witness  has  been  in 
no  way  qualified  in  the  field  of  patents. 

Mr.  Pruitt:  Your  Honor,  he  is  not  offered  as  a 
patent  export,  l^ut  a  mechanical  engineer  who  can 
testify  to  the  manner  in  which  the  device  functions, 
which  is  illustrated  in  the  patent. 

The  Court:    All  right.  Is  that  the  same  as  R-1? 

Mr.  Pruitt:  Yes,  your  Honor.  The  last  three 
digits  are  327. 

The  Court:   What  are  you  talking  about?  [628] 

Mr.  Pruitt:  Referring  specifically  to  page  2,  fig- 
ures 11  through  16.  It  is  on  the  second  page  of  that 
patent. 

The  Court:    What  page? 

Mr.  Pruitt:     Figures  11  through  16. 

Q.  By  Mr.  Pniitt :  Do  you  understand  the  con- 
struction of  the  device  illustrated  in  those  figures, 
Mr.  Wilson?  A.     Yes,  sir.  [629] 
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Q.    By  Mr.  Pruitt:    What  kind  of  a  device  is  it? 

A.     This  is  a  linear  motion  potentiometer. 

Q.  I  show  you  Defendants'  Exhibit  AB,  for 
identification,  and  ask  you  if  that  accurately  depicts 
the  potentiometer  shown  in  the  figures  in  the  Rubin- 
stein patent. 

Mr.  Lewis  E.  Lyon:  That  is  objected  to  on  the 
ground  the  witness  has  not  been  qualified  to  answer 
the  question. 

The  Court:  Furthermore,  I  don't  know  whether 
this  has  been  reduced  to  practice.  If  so,  then  an 
actual  device  should  be  brought  in. 

Furthermore,  you  do  not  infringe  the  illustrations. 
You  infringe  the  claims.  And,  furthermore,  Rubin- 
stein does  as  everyone  else  does,  he  says  that  this 
illustration  is  only  one  of  his  methods  of  embody- 
ing the  invention,  so  I  do  not  see  how  somebody 
can  tell  anything  from  a  figure.  If  he  has  studied 
the  entire  patent  and  can  tell  from  the  teachings 
of  the  patent  what  is  embodied  in  these,  then  that 
might  be  a  good  preliminary  question,  but,  ulti- 
mately, a  disclosure,  prior  disclosure,  especially 
when  the  identical  patent  was  before  the  Patent 
Office  and  is  cited  cannot  destroy  a  patent.  You 
cannot  destroy  a  presumably  valid  patent  by  having 
somebody  get  up  and  take  a  figure  of  a  patent,  and 
without  any  relation  to  what  the  patent  teaches, 
start  to  describe  it  in  a  manner  so  as  to  show  that 
it  would  read  upon  the  claims  in  suit.  [630] 

Mr.  Pruitt :  Your  Honor,  the  purpose  for  which 
I  was  asking  these  preliminary  questions  was  to 


Marian  E.  Bourns  407 

(Testimony  of  Gardner  P.  Wilson.) 
ask  this  witness,  who  is  an  experienced  en^neer, 
whether  or  not  the  illustrations  shown  in  the  Ku})in- 
stein   patent   are   structures   which   anticipate   the 
structures  that  Mr.  Bourns  has. 

The  Court:  You  cannot  ask  that  question,  be- 
cause that  would  decide  the  law  suit.  An  expert 
cannot  determine  that. 

Mr.  Pruitt:  I  did  not  intend  to  ask  him  that 
question. 

The  Court:  No.  I  like  experts,  but  not  to  that 
extent.  I  never  allow  an  expert  to  answer  that  ques- 
tion. Furthermore,  the  law  of  the  Ninth  Circuit 
is  that  even  if  1500  experts  say  that  a  certain  struc- 
ture reads  upon  a  claim,  or  doesn't  read  upon  a 
claim,  that  does  not  decide  it.  The  court  can  brush 
them  all  aside  and  still  decide  whether  there  was 
infringement  or  a  lack  of  infringement  on  the  basis 
of  that. 

Mr.  Pruitt:  Your  Honor,  I  didn't  intend  to  ask 
the  witness  the  conclusionary  question. 

The  Court:  No,  I  am  not  going  to  allow  a  model 
to  be  constructed. 

If  this  is  only  a  paper  patent  and  has  not  been 
reduced,  then  he  can  interpret  it  for  us  and  say 
what  it  shows,  but  it  is  not  his  fmiction  to  say 
whether  it  is  anticipatory  or  not.  That  question 
cannot  be  asked  in  this  Circuit,  or  in  any  other  cir- 
cuit. 

For  instance,  on  the  question  of  doctors,  we  start 
with  [631]  the  Lumbra  case  (290  U.S.  551),  and  a 
doctor  may  be  asked  whether  in  his  opinion  a  man 
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would  be  harmed  if  he  worked,  and  from  that  the 
court  may  infer  whether  a  man  is  totally  or  per- 
manently disabled,  but  you  cannot  put  a  doctor  on 
the  stand,  even  if  he  examined  the  man,  and  ask 
him  the  direct  question,  because  that  is  what  the 
court  has  to  determine.  And  our  courts  of  appeals, 
beginning  with  the  case  of  Stephens  vs.  U.  S.  (73 
F.2d,  695)  draw  those  lines,  and  in  patent  litiga- 
tion that  line  has  been  drawn  a  long  time  ago. 

You  can  ask  him  if  a  certain  structure  reads  upon 
a  claim  if  he  is  a  patent  expert.  I  don't  know 
whether  this  man  has  ever  seen  a  patent. 

Mr.  Pruitt :    I  am  not  putting  him  on  for  that. 

The  Court:  Or  whether  he  can  interpret  claims. 
I  have  great  admiration  for  Cal  Tech,  but,  after 
all,  you  know  they  do  not  all  turn  out  to  be  patent 
experts.  Some  of  them  have  come  in  as  expertees. 
Dr. — what  is  his  name,  who  testifies  so  often?  Dr. 
Mac-somebody  ? 

Mr.  Lewis  E.  Lyon:  Dr.  McKeown,  now  de- 
ceased. 

The  Court:  Dr.  McKeown.  Furthermore,  I  held 
a  patent  infringed  on  a  brick,  an  insulating  brick, 
against  the  opinion  of  the  greatest  authority  on  in- 
sulation in  the  United  States,  Professor  Knudson. 
He  wrote  a  book  on  insulation  and  notwithstanding 
the  fact  that  he  gave  his  opinion — he  didn't  give 
the  opinion  that  the  patent  was  infringing,  but  he 
merely  [632]  stated  that  in  his  opinion  there  was 
nothing  new  about  this  particular  device,  it  was 
known  in  the  art  before — nevertheless,  I  held  that 
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it  was  new,  and  it  was  infringed,  and  what  is  more, 

the  court  of  api)eals  sustained  me  on  it. 

Mr.  Pruitt:  Your  Honor,  I  am  afraid  1  haven't 
expressed  myself  clearly.  What  I  intend  to  prove 
by  this  witness  is  that  the  structure  shown  in  the 
illustration  in  the  Rubinstein  patent  could  have 
been  used  for  the  same  purpose  for  which  the 
Bourns  instrument  was  used,  and  it  seems  to  me 
that  this  witness  is  qualified  to  state  that  if  an  in- 
strument were  constructed  in  accordance  with  the 
illustration,  it  would  perfomi  the  same  function  as 
the  Bourns  instrument. 

The  Court:    That  does  not  destroy  patentalnlity. 

Mr.  Pruitt:  I  think  it  is  material,  your  Honor, 
to  the  nature  of  the  problem  that  faced  Mr.  Bourns 
in  1946. 

The  Court:  No,  that  does  not  do  it.  You  can 
achieve  the  result  by  different  means. 

There  is  already  evidence  in  the  record  that  they 
used  a  different  means.  There  is  already  evidence 
from  one  of  your  own  witnesses  that  the  embodi- 
ment was  more  economical,  and  that,  in  itself,  would 
be  a  patentable  combination. 

Remember,  I  do  not  take  any  stock  in  that  state- 
ment of  Mr.  Justice  Douglas  that  there  has  to  be 
the  spark  of  genius. 

Mr.  Pruitt:    I  understand  that. 

The  Court:  I  don't  believe  that  is  a  good  cri- 
terion, [633]  and  I  don't  think  the  court  as  it  is 
presently  constituted  would  follow  it.  I  think  simple 
things  may  be  the  subject  of  invention.  That  is  why 
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I  sustained  the  zipper  patent  in  the  Hookless  Fast- 
ener case.  It  is  a  simple  patent.  As  a  matter  of 
fact,  the  man  struck  on  an  invention  by  doing  a 
sloppy  job  rather  than  good  work.  He  found  that 
by  interlocking  things  in  a  sloppy  manner  he  could 
achieve  a  certain  result.  Before  that  it  was  a  rigid 
thing,  and  could  not  be  used  in  such  things  as 
women's  skirts,  purses,  and  men's  trousers,  and  he 
brought  about  that  flexibility. 

Mr.  Pruitt:  Your  Honor,  what  I  intended  to 
do  through  this  witness  was  not  only  to  show  that 
the  same  result  would  be  achieved,  but  that  sub- 
stantially the  same  means  are  applied  as  in  that 
illustration. 

The  Court:  No,  you  cannot  do  it  that  way.  I 
want  to  say  that  I  have  great  admiration  for  these 
scientists,  especially  young  scientists.  I  happen  to 
be  one  of  the  parents  of  a  very  brilliant  young 
scientist  in  the  atomic  field.  He  got  his  Ph.D  in 
Berkeley  before  he  was  twenty-two,  is  now  teach- 
ing at  Berkeley,  and  is  a  professor  of  the  Uni- 
versity of  Illinois.  So  I  have  great  admiration  for 
these  scientists,  but  I  want  them  to  stay  within  their 
field. 

Perhaps  this  man  has  read  this  thing.  But  how 
do  I  know  he  understands  the  teaching  of  this 
patent?  A  man  may  be  very  brilliant  and  not  be 
able  to  read  a  set  of  lawyers'  claims.  [634] 

Mr.  Pruitt :    Very  well,  your  Honor. 

The  Court :  He  can  describe  what,  in  his  opinion, 
that  figure  represents,  and  what  elements  he  sees 
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there.  He  can  describe  that  as  an  electrical  engineer. 

Mr.  Pniitt:  I  believe  that  is  the  pending  ques- 
tion, your  Honor,  whether  he  understood  the  struc- 
ture illustrated  in  that  drawing. 

The  Court :  No.  I  thought  you  were  showing  him 
something  and  asking  whether  that  was  constructed 
according  to  the  teachings  of  this  patent. 

Mr.  Pruitt:  I  beg  your  pardon.  I  think  your 
Honor  is  correct,  but  I  asked  him  to  compare  this 
illustration,  Defendants'  Exhibit  AB,  for  identifi- 
cation, with  the  illustration  in  the  Rubinstein  pat- 
ent, and  I  asked  him  if  it  was  a  correct  depiction 
of  the  structure  shown  in  the  Rubinstein  patent. 

The  Court:  I  have  no  objection  to  that.  I  have 
no  objection  to  his  answering  that  question. 

The  Witness:    Yes,  sir,  it  is. 

The  Court:     All  right. 

Q.  By  Mr.  Pruitt:  Will  you  describe  the  struc- 
ture that  is  illustrated  in  the  Rubinstein  patent 
sho\\Ti  you? 

Mr.  Lewis  E.  Lyon:    What  was  that  question? 
(The  question  was  read.) 

Mr.  Lewis  E.  Lyon:  That  is  objected  to  on  the 
ground  he  [635]  has  not  been  qualified  to  answer 
the  question. 

The  Court:  I  do  not  think  that  his  description 
would  go.  We  have  to  take  the  description  given 
by  the  inventor  as  illustrative  of  his  device. 

Mr.  Pruitt:  Your  Honor,  my  understanding  was 
that  the  illustrations  of  the  patent  are  supposed  to 
be  understandable  by  a  person  skilled  in  the  art. 
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from  the  illustration  itself.  If  that  is  true,  I  think 

this  witness  is  competent  to  testify. 

The  Court:  Suppose  I  interpret  them  in  a  dif- 
ferent manner  than  the  man  has  described  them? 
You  see,  as  a  matter  of  fact,  the  scope  of  illustra- 
tions in  patent  litigation  is  very  limited,  and  you 
cannot  use  them  to  enlarge  the  scope  of  the  patent. 
Sometimes  you  may  use  them  to  narrow  the  claim, 
but,  ultimately,  it  is  the  claims  that  are  infringed, 
not  the  figures  represented  by  the  claims. 

Mr.  Pruitt:    I  understand. 

The  Court :  If  that  were  true,  then  a  man  might 
describe  an  illustration,  and  illustrate  it,  and  then 
his  claims  would  be  useless. 

Mr.  Pruitt :  My  understanding,  your  Honor,  was 
that  on  the  prior  art  if  the  illustration  in  a  prior 
art  is  broader  than  the  claims  of  that  patent,  it  is 
anticipatory  of  a  subsequently  issued  patent,  even 
though  the  subsequently  issued  patent  does  not  in- 
fringe the  claims  of  the  prior  patent. 

The  Court:  Well,  an  invention  is  anticipatory. 
An  [636]  invention  is  anticipatory,  not  an  illustra- 
tion of  the  invention.  And  what  the  invention  is,  is 
measured  by  the  claims  allowed.  You  would  raise 
the  illustration  to  a  position  which  it  does  not  oc- 
cupy in  the  law  of  patents.  Now,  sometimes  your 
file  wrapper  history  would  show. 

For  instance,  I  talked  about  the  Joyce  case,  the 
Joyce  patent.  Let  me  get  that  opinion.  That  is 
Joyce  vs.  Solnit,  29  F.  Supp.  787.  In  that  case  Mr. 
Joyce  received  a  patent,  a  very  limited  patent,  for 
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an  enclosed  inner  sole  of  a  shoe,  a  platform  shoe, 
and  the  file  wrapper  showed  that  that  is  all  he  was 
allowed,  that  all  his  claims  to  other  i)latfoi'm  shoes 
were  disallowed.  Solnit  came  out  and  i)roduced  a 
platform  shoe  which  broke  the  inner  sole  and  put 
in  round  pai-ts  as  a  means  of  heightening  the  shoe, 
and  then  Joyce  claimed  he  violated  the  patent.  I 
held  that  he  did  not.  That  is  what  broke  the  ex- 
clusive market  for  Joyce  in  platform  shoes,  and 
that  is  the  decision  in  the  Solnit  case.  If  you  look  it 
over,  you  will  find  that  following  that  decision  all 
sorts  of  platform  shoes  appeared.  Joyce  still  has  a 
very  fine  shoe,  but  he  does  not  claim  the  exclusive 
right  to  all  platform  shoes.  It  is  only  shoes  which 
have  an  inner  sole  encased  in  a  certain  manner. 

Mr.  Pruitt:  Yes,  your  Honor.  We  expect  to 
rely  ui)on  a  similar  argument  in  this  case. 

The  Coui-t :  That  is  all  right.  I  will  let  you  argue 
the  [637]  matter,  but  I  don't  want  the  expeii:s  to 
do  the  arguing.  If  the  experts  wants  to  describe 
things,  all  right. 

Now,  I  don't  think  there  is  any  question  pending. 
Is  there? 

(The  question  referred  to  was  read  as  fol- 
lows: ''Will  you  describe  the  structure  that  is 
illustrated  in  the  Rubinstein  patent  sho^vn 
you?") 

The  Couii::  All  right.  I  ^\\^\  allow  it  to  go  in. 
Of  course,  I  will  pay  no  attention  to  his  answer,  I 
will  say  that  right  now.  But  if  it  gives  you  the  sat- 
isfaction of  having  it  iji  the  record,  all  right. 
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You  see,  I  am  very  jealous  of  the  judicial  pre- 
rogative, having  been  a  judge  for  twenty-six  years. 
I  love  experts.  As  a  matter  of  fact,  I  have  sold  the 
bar  and  the  bench  in  the  East  on  the  idea  of  court- 
appointed  experts,  as  we  have  in  California.  I  am 
very,  very  strongly  in  favor  of  experts. 

As  a  matter  of  fact,  I  went  back  to  an  article  I 
wrote,  or  a  lecture  I  gave  before  the  American  Bar 
Association  on  the  Prettyman  report,  a  report  of 
a  committee  of  which  I  am  a  member,  and  I  went 
back  and  discovered  the  first  use  of  experts  in  the 
English-speaking  world,  in  1500-something,  where 
the  court  said,  "If  we  need  any  assistance  in  the 
art,  we  will  have  it."  That  is  the  first  actual  refer- 
ence by  a  court  to  the  use  of  an  expert,  other  than 
the  Latinists  [638]  they  used  to  employ  when  plead- 
ings were  in  Latin,  and  some  of  the  judges  not 
being  very  good  Latin  students,  employed  Latinists 
to  interpret  the  pleadings  for  them. 

Now,  if  he  wants  to  describe  it,  that  is  all  right, 
but  I  will  go  by  the  description  the  inventor  gave, 
which  is  what  the  Patent  Office  must  have  done,  be- 
cause this  was  one  of  the  references  which  they  cite. 

Mr.  Pruitt:  Your  Honor,  I  think  in  view  of 
your  remarks  I  might  save  a  little  time  if  I  could 
make  a  brief  offer  of  proof  at  this  time. 

The  Court:  No,  I  don't  want  an  offer  of  proof. 
They  are  not  allowed  in  my  court.  Your  question 
should  be  sufficient. 

I  have  told  you  he  may  answer  the  question.  I 
have  told  you  also  that  I  shall  exercise  my  right  of 
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disregarding  his  description  if  it  departs  from  the 
description  given  by  the  inventor  in  this  patent, 
which  I  have  a  right  to  do.  But  you  can  put  it  in. 
And  if  we  had  a  jury  here,  I  would  instruct  them 
in  the  same  manner,  that  they  have  the  right  to 
disregard  it. 

Mr.  Pruitt:  Your  Honor,  if  I  may  explain  my 
problem,  that  is  a  preliminary  question. 

The  Court:  Too  many  of  these  are  preliminary. 
Go  ahead  and  put  it  in.  You  see,  I  have  a  riu:lit  to 
say  I  do  not  want  any  experts.  You  know  that, 
don't  you'?   [639] 

Mr.  Pruitt:    Yes,  your  Honor,  I  do. 

The  Court:  I  merely  say  that  if  he  gives  a  de- 
scription which  is  different  from  that  given  by  the 
inventor  that  I  v^ll  disregard  it. 

Mr.  Pruitt:  Very  well,  your  Honor.  T  will  pro- 
ceed to  another  subject. 

Q.  By  Mr.  Pruitt:  Mr.  Wilson,  have  you  ever 
been  required  to  test  the  pei'formance  characteris- 
tics of  potentiometei'^  ?  A.    Yes,  sir. 

Q.  Did  you  have  occasion  to  do  that  while  you 
were  at  NOTS  at  Pasadena?  A.    Yes,  sir. 

Q.     Prior  to  the  year  1950?  A.     Yes,  sir. 

Q.  What  characteristics  did  you  customarily  test 
in  potentiometers  during  that  period? 

A.  The  customary  tests  were  linearity,  repeat- 
ability, temperature  coefficient  as  a  function — re- 
sistance as  a  function  of  temperature,  noise,  and, 
of  course,  resistance  value  as  a  fimction  of  motion. 
That  is  a  part  of  the  linearity  test. 
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Q.  What  test  equipment  did  you  use  at  NOTS 
to  determine  linearity "? 

A.  Linearity  is  an  expression  or  a  plot  of  posi- 
tion [640]  versus  the  electrical  behavior.  This  re- 
quires a  mechanical  measuring  device  to  detect  the 
motion,  which  includes  an  angle — in  the  case  of  a 
rotary  potentiometer  it  is  an  angle  measuring  de- 
vice, and  electrically  it  requires  a  Wheatstone 
bridge. 

Q.  And  is  that  the  device  you  used  at  NOTS 
to  make  that  test?  A.    Yes,  sir. 

Q.  What  test  equipment  did  you  use  during  that 
period  to  determine  the  total  resistance  of  a  potent- 
iometer? 

A.  The  total  resistance  was  usually  measured 
with  an  ohm  meter  or  with  a  Wheatstone  bridge 
for  high  accuracy. 

Q.  Did  you  make  the  bridge  yourself,  or  pur- 
chase it  commercially,  or  how  did  you  acquire  that? 

A.  We  purchased  the  bridge  from  General  Ra- 
dio Corporation  in  Massachusetts. 

Q.  After  Mr.  Bourns  left  NOTS  in  Pasadena 
in  November,  1947,  did  you  have  any  further  deal- 
ings with  Mr.  Bourns? 

A.    Yes,  several [641] 

***** 

The  Court :  I  want  to  call  attention  to  something 
here.  I  have  been  looking  for  it  in  the  patent,  and 
I  have  got  it  now.  This  is  to  show  how  unfair  it  is 
to  seek  to  have  someone  interpret  a  drawing  in  a 
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different  manner  from  the  manner  in  which  the  in- 
ventor in  the  patent,  as  allowed,  described  it. 

I  am  reading  from  Ru])instein,  the  Rubinstein 
patent,  granted  on  May  20,  1941,  after  it  had  been 
pending  for  over  three  years.  The  application  was 
dated  April  13,  1938.  After  he  gives  the  two  de- 
scriptions, he  says: 

"While  I  have  shown  and  described  two  construc- 
tions in  which  the  invention  may  be  advantageously 
embodied,  it  is  to  be  understood  that  the  construc- 
tions shown  have  been  selected  merely  for  the  pur- 
pose of  illustration  or  example  and  that  various 
changes  in  the  size,  shape,  and  arrangement  of  the 
parts  may  be  made  without  departing  from  the 
spirit  of  the  invention  or  the  scope  of  the  subjoined 
claims." 

And  that  is  contained  in  every  patent,  even 
Bourns,  in  the  patent  in  suit.  It  has  the  same  or 
similar  language.  It  gives  two  embodiments  of  the 
invention. 

All  rig;ht.  Go  ahead.  [642] 

***** 

Cross  Examination 

Q.  By  Mr.  Lewis  E.  Lyon:  Mr.  Wilson,  when 
you  went  to  work  for  the  Naval  Ordnance  Training 
Station A.     Test  Station. 

The  Court:     Testing  Station.  He  corrected  you. 

Q.    Testing  Station,  Mr.  Bourns  was  already 

working  there,  was  he  not?  A.    Yes,  sir. 

Q.  And  he  had  been  working  there  for  some 
time?  A.    Yes,  sir. 
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Q.  Before  you  went  to  work  there  did  you  have 
any  knowledge  as  to  what  Mr.  Bourns  was  doing? 

A.  He  told  me  what  he  was  doing  when  I  got 
there. 

Q.  I  see.  Now,  isn't  what  Mr.  Bourns  did  at  the 
[646]  Naval  Ordnance  Testing  Station  primarily 
concerned  with  pulse  position  modulation  transmit- 
ter and  receiver? 

A.    And  the  end  organs  to  drive  it,  yes. 

Q.  And  wasn't  there  as  a  matter  of  fact  a  pat- 
ent granted  to  Mr.  Bourns  on  that  development? 

A.     Yes,  sir. 

Q.  And  that  patent  pretty  well  shows  what  Mr. 
Bourns  did,  does  it  not?  A.    In  part,  yes. 

Q.  Now  isn't  it  true  also  that  Mr.  Bourns — 
when  did  Mr.  Bourns  leave  the  testing  station? 

A.  I  don't  recall  the  exact  date.  I  think  we 
would  have  to  look  at  the  record  to  find  out.  It 
was  about  a  year  after,  I  will  say,  it  was  in  the  fall 
of  1946. 

Q.     The  fall  of  1946?  A.     I  believe  so. 

Q.     How  long  before  you  had  come  there? 

A.    A  year. 

Q.  I  mean  how  long  before  that  had  you  been 
there  ?  A.     A  year. 

Q.     That  is,  you  came  in  the  fall  of  1945? 

A.    Yes,  sir. 

Q.  Now  isn't  it  a  fact,  Mr.  Wilson,  that  during 
the  time  when  Mr.  Bourns — of  Mr.  Bourns'  em- 
ployment that  you  had  a  micro-torque  potentiometer 
made  by  the  Giamiini  Company  [647]  which  you 
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kept   in   your   desk   and    ])roiight   out   on   various 
occasions  and  ridiculed  and  asked  "How  could  any- 
body get  $50  for  this  junk?"  A.     No,  sir. 

Q.     You  never  did  that  at  any  time? 

A.     I  don't  recall  that. 

Q.  You  don't  recall  having  a  micro- torque — a 
Giannini  micro-torque  ? 

A.  I  remember  having  the  micro-torque  potent- 
iometer in  my  drawer. 

Q.    In  your  drawer? 

A.  Yes.  And  I  had  many  others  in  the  stock 
room.  I  remember  examining  it  and  was  unhappy 
with  many  of  the  features  it  had  and  thought  we 
could  do  better. 

The  Court :    He  admits  he  was  unhappy  about  it. 

The  Witness:  I  was  unhappy,  sir.  I  don't  be- 
lieve I  expressed  it  in  that  language. 

Q.  By  Mr.  Lewis  E.  Lyon:  You  wouldn't  deny, 
however,  that  you  said  that — ''How  could  anybody 
get  $50  for  anything  like  this'"? 

The  Witness:    I  may  have,  sir. 

Mr.  Lewis  E.  Lyon:    That  is  all. 

The  Court:     All  right,  any  further  questions? 

Mr.  Pruitt:    No  further  questions. 

The  Court :  Mr.  Wilson,  I  want  to  say  something 
to  you.  [648]  I  don't  think  you  have  ever  been  in 
this  court  before  and  I  want  you  to  know  that  noth- 
ing that  I  have  said  in  my  discussion  with  counsel 
in  any  way  reflects  upon  you  or  your  competency. 

The  Witness:    I  miderstand  that. 

The  Court:    When  we  are  talking  about  experts 
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we  are  talking  about  experts  in  general  and  not  you 
in  particular  and  the  limited  function  they  have  in 
the  Federal  Courts,  so  I  just  trust  you  will  not  take 
anything  that  I  have  said  as  personal  because  I 
don't  even  know  you.  I  have  never  seen  you. 

I  have  a  great  admiration  for  the  institution  from 
which  you  are  a  graduate  and  the  competence  of 
the  men  who  have  graduated  from  that  school.  They 
have  come  before  me  in  various  capacities.  You 
know  a  lay  person  will  come  in  to  the  middle  of  an 
argument  and  think  that  there  is  some  reflection 
being  cast  on  him,  but  that  is  not  so. 

Have  you  ever  testified  in  a  court  before  ? 

The  Witness:  Only  for  myself  on  a  parking 
ticket. 

The  Court :    Then  you  have  had  a  new  experience. 

The  Witness :  I  would  like  to  add  that  the  same 
Dr.  McKeown  that  I  spoke  of  is  my  teacher  and 
friend  so  I  know  from  his  tales  of  experiences  in 
the  courts  that  this  sort  of  thing  is  to  be  expected 
and  my  feelings  are  not  hurt  in  the  least  and  I 
thank  you  for  your  courtesy. 

The  Court:    All  right.  [649] 

Mr.  Pruitt:     Call  Mr.  Pitzer. 

EDMUND  W.  PITZER 
called  as  a  witness  by  the  defendants,  having  been 
previously  sworn,  was   examined  and  testified   as   '. 
follows : 

Direct  Examination 
Q.     By  Mr.  Pruitt:     Mr.   Pitzer,  you  are   em- 


Marian  E.  Bourns  421 

(Testimony  of  Edmund  W.  Pitzer.) 
ployed  at  the  D.  B.  Millikan  Company  and  were  in 
1947  when  Mr.  Bourns  came  to  that  organization, 
were  you  not?  A.     I  was. 

Q.  And  did  you  talk  to  Mr.  T>ourns  on  that 
occasion  ? 

A.    Along  with  Mr.  Millikan  and  Mr.  Gobel,  yes. 

Q.  And  what  was  the  subject  matter  of  that  con- 
versation ? 

A.  Mr.  Bourns  had  a  model  potentiometer  that 
he  showed  us. 

Q.  I  will  show  you  Plaintiff's  Exhibit  6  and  ask 
you  if  the  model  that  Mr.  Bourns  had  on  that  occa- 
sion was  that  or  a  similar  device? 

A.     I  l^elieve  it  is. 

Q.  And  did  Mr.  Bourns  at  that  time  state  the 
purpose  of  his  visit  to  the  D.  B.  Millikan  Com- 
pany? 

A.  I  believe  he  stated  that  he  wanted  to  have 
either  some  prototypes  made — in  fact  I  believe  it 
was  for  prototypes.  [650] 

Q.  Did  you  have  a  discussion  about  what  types 
of  prototypes  should  be  made  at  that  time? 

A.     Do  you  mean  in  regard 

Q.     The  construction. 

A.  To  the  construction?  I  don't  believe  that  it 
was  at  that  time. 

Q.  As  a  result  of  that  meeting  did  the  D.  B. 
Millikan  Company  receive  an  order  from  Mr. 
Bourns  for  the  production  of  any  potentiometei*s  ? 

A.    Yes,  I  believe  they  did. 

Q.    And  what  was  the  order,  do  you  recall? 
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A.    Well,  I  recall  one  order  for  40  units. 

Q.    Was  there  a  previous  order  for  prototypes? 

A.     I  believe  there  was. 

Q.  And  was  there  a  discussion  with  Mr.  Bourns 
at  which  you  were  present  in  which  you  discussed 
the  constructional  details  of  the  prototypes  to  be 
built  by  the  D.  B.  Millikan  Company? 

A.    Yes;  along  with  Mr.  Gobel  and  Mr.  Millikan. 

Q.  And  were  any  changes  in  the  model  that  Mr. 
Bourns  had  with  him  discussed  at  that  time? 

A.  Yes.  It  was  suggested  by  either  Mr.  Millikan, 
Mr.  Gobel  or  myself  the  use  of  a  square  shaft. 

Q.    Were  any  other  suggestions  made? 

A.  And  also  changes  were  incorporated  in  the 
cover  [651]  to  facilitate  ease  of  manufacture. 

Q.  And  I  show  you  now  Plaintiff's  Exhibit  4- A 
and  Exhibit  4  and  ask  you  if  those  two  instruments 
were  built  by  the  D.  B.  Millikan  Company  while 
you  were  employed  by  the  D.  B.  Millikan  Com- 
pany? A.    I  believe  they  were. 

Q.  And  you  testified  that  later  40  additional  in- 
struments were  produced  at  the  D.  B.  Millikan 
Company?  A.     That  is  correct. 

Q.  And  how  did  those  instruments  compare  in 
structure  with  the  prototypes  that  are  before  you? 

A.  They  were  considerably  longer.  The  end 
plates  were  eliminated  and  they  were — the  covers 
were  manufactured  of  bakelite  versus  the  Lucite 
here. 

Q.     Now,  who  at  the  D.  B.  Millikan  Company 
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supervised  the  production  of  the  40  potentiometers 

ordered  by  Mr.  Bourns  from  that  company? 

A.     I  did. 

Q.    And  who  directed  you  to  supervise  that  job? 

A.    Either  Mr.  Millikan  or  Mr.  Gobel. 

Q.  And  what  was  your  position  with  the  D.  B. 
Millikan  Company  at  that  time? 

A.     I  was  production  engineer. 

Q.  Mr.  Bourns  worked  at  the  D.  B.  Millikan 
Company  during  the  time  that  the  D.  B.  Millikan 
Company  was  manufacturing  [652]  these  40  po- 
tentiometers ? 

A.  Yes,  he  did.  In  fact  he  was  on  its  pay  roll. 
*****  [653] 

(The  exhibit  referred  to  was  marked  De- 
fendants' Exhibit  AC,  and  was  received  in  evi- 
dence.)  [666] 

[See  Book  of  Exhibits.] 
*  *  *  *  * 

MARLAN  E.  BOURNS 

called  as  a  witness  by  the  plaintiff  in  rebuttal,  hav- 
ing been  previously  sworn,  resumed  the  stand  and 
testified  further  as  follows: 

Direct  Examination 
Q.  By  Mr.  Lewis  E.  Lyon:  Mr.  Bourns,  you 
have  heretofore  testified  concerning  your  employ- 
ment by  the  Testing  Station,  Naval  Ordnance  Test- 
ing Station,  and  have  testified  as  to  the  work  that 
you  did  while  so  employed.  It  was  testified  to  yes- 
terday by  Mr.  Wilson  that  the  work  that  you  did 
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was  shown  by  a  patent  which  had  been  issued  to 
you.  I  place  before  you  a  patent  No.  2,510,060, 
granted  June  6,  1950  for  pulse  time  modulation 
circuits  and  method,  and  I  will  ask  you  if  that  is 
Letters  Patent  that  were  granted  to  you  as  a  result 
of  the  work  that  you  did  while  at  Naval  Ordnance 
Testing  Station? 

Mr.  Pruitt:  To  which  we  object,  your  Honor.  I 
see  no  materiality  in  the  granting  of  another  patent 
to  Mr.  Bourns.  I  think  it  is  new  matter  that  was 
raised  by  Mr.  Lyon,  himself,  in  yesterday's  testi- 
mony, and  not  by  the  defendants. 

Furthermore,  it  seems  to  me  absolutely  immate- 
rial to  any  [672]  issue  in  this  case. 

Mr.  Lewis  E.  Lyon:  The  only  purpose  of  this 
offer  is  to  show  precisely  what  the  witness  did, 
which  did  not  involve  in  any  way  the  matter  of 
potentiometers,  your  Honor. 

The  Court:  All  right.  I  don't  want  to  start  on 
new  issues. 

Mr.  Lewis  E.  Lyon:  This  is  not  a  new  issue,  your 
Honor. 

The  Court:    All  right. 

The  Witness:  Yes,  sir,  that  is  the  patent  that 
was  granted  me. 

Mr.  Lewis  E.  Lyon:  I  will  offer  this  patent  in 
evidence  as  plaintiff's  exhibit  next  in  order. 

Mr.  Pruitt:    What  was  the  witness's  answer? 
(The  answer  was  read  by  the  reporter.) 

The  Court:  All  right.  I  think  you  asked  the  last 
witness,  Mr.  Wilson,  that  same  question. 
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Mr,  Lewis  E.  Lyon:  I  asked  him  if  the  work 
that  he  did  was  culminated  in  a  patent,  and  he  said 
yes.  Now,  this  is  the  patent  that  was  issued. 

The  Court:  All  right.  I  don't  want  to  go  into  it 
to  see  what  it  is  all  about. 

Mr.  Lewis  E.  Lyon:  I  don't  want  to  go  into  it 
either. 

The  Court :  All  right.  Let's  all  keep  our  promises. 

The  Clerk:    Is  this  admitted,  your  Honor? 

The  Court:    Yes,  it  may  be  received.  [673] 

The  Clerk:    Plaintiff's  Exhibit  45  in  evidence. 
(The  exhibit  reft  red  to  was  marked  Plain- 
tiff's Exhibit  4e5,  and  was  received  in  evidence.) 

Q.  By  Mr.  Lewis  E.  Lyon:  While  you  were  em- 
ployed at  the  Naval  Ordnance  Test  Station,  to  your 
knowledge,  were  any  potentiometers  used  by  you  or 
anyone  else,  or  did  you  see  any  potentiometers? 

A.  The  only  ones  I  saw  were  conventional  radio 
volume  controls,  and  one  Giannini  Microtorque, 
which  was  referred  to  yesterday,  at  the  NOTS 
plant.  Then  in  the  installation  of  the  equipment, 
of  the  telemetering  equipment,  at  Convair  shortly 
before  I  left,  I  did  have  occasion  to  see  some  po- 
tentiometers used  by  Convair,  as  I  already  men- 
tioned. 

Q.  Those  were  the  ones  you  testified  to,  oper- 
ated with  a  string? 

A.  Not  the  one  with  the  string.  I  saw  the  one 
with  the  vane  and  the  gear  train  arrangement. 

Q.    But  there  were  no  others? 

A.    No,  sir. 
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Q.  You  did  not  see  any  precision  potentiometers 
there  at  all  then'? 

A.     No,  sir,  I  didn't. 

Q.     And  there  were  none  used? 

A.     Not  to  the  best  of  my  knowledge. 

Q.  Now,  this  problem  that  culminated  in  this 
patent.  Exhibit  45,  did  it  entail  the  use  of  poten- 
tiometers ? 

A.  Yes,  in  making  experimental  models  of  this 
instrument,  we  used  radio  volume  controls  to  ad- 
just some  of  the  [675]  resistances  in  the  circuit. 
Then  once  we  determined  the  resistance  value  that 
we  wanted,  we  substituted  fixed  resistance  for  that 
value. 

Q.  Then  you  did  not  use  in  that  problem,  the 
ultimate  carrying  out  of  that  problem,  a  variable 
potentiometer  at  all? 

A.  No,  sir,  I  believe  not,  inasmuch  as  the  entire 
eight-channel  unit  was  in  a  cube,  about  two  inches 
in  all  directions. 

Q.  Mr.  Bourns,  there  has  been  some  discussion 
here  which  may  need  clarification  with  respect  to 
the  use  of  this  part  number,  as  the  same  appears  on 
Exhibit  D,  for  example.  That  is  the  part  number 
8002925.  Will  you  explain  what  signficance  that  part 
number  has,  or  how  those  part  numbers  are  de- 
veloped ? 

A.  Well,  many  companies,  particularly  the  large 
companies,  who  are  engaged  in  missile  work  like 
to  identify  the  various  devices  which  they  produce 
by  some  numbering  system  of  their  own,  for  the 
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sake  of  convenience  of  their  records  and  references, 
rather  than  referring  to  assorted  names  and  nnm- 
l)ers  and  designations  which  tlie  various  manufac- 
turers may  use,  so  it  is  common  practice  for  these 
companies  to  request  that  we  in  some  manner  at- 
tach a  number  of  that  type. 

Q.  Does  that  part  number,  the  purchaser's  part 
number  on  such  a  part,  have  any  significance  what- 
soever with  the  source,  or  origin,  or  design,  or  origi- 
nality of  the  part  on  [676]  which  the  number  is 
placed? 

Mr.  Pruitt:  I  will  object  to  that  as  a  leading 
question. 

The  Court:  The  objection  is  sustained.  I  think 
we  are  going  over  the  same  ground  here.  After  all, 
on  the  background  of  the  invention,  I  think  we 
ought  to  confine  ourselves  strictly  to  rebuttal. 

Mr.  Lewis  E.  Lyon:  This  is  rebuttal,  your  Honor. 
It  is  with  respect  to  this  part  number,  and  if  your 
Honor  understands  that  the  part  number  has  no 
significance  other  than  identification,  and  that  can 
be  agreed  upon,  there  is  no  need  to  go  into  it. 

The  Court:  I  am  not  deciding  any  facts  in  ad- 
vance. I  am  just  remembering  the  facts  in  the  rec- 
ord relating  to  this  matter.  I  don't  think  it  is  nec- 
essary in  a  law  suit  that  every  contention  of  the 
other  side,  no  matter  how  insignificant,  be  met.  "Wliat 
we  are  interested  in  is  the  patent,  and  some  claim, 
and  whether  they  have  violated  it,  and  whether  there 
have  been  any  unfair  practices  by  the  defendants 
arising  out  of  it.  That  is  the  simple  question  here. 
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The  manner  of  marking  a  part  is  not  a  part  of  the 
invention.  The  invention  is  a  substantive  matter. 
It  isn't  just  a  matter  of  form,  or  it  isn't  a  process, 
but  it  is  a  combination  of  various  elements  to  pro- 
duce a  certain  result. 

Mr.  Lewis  E.  Lyon:    That  is  all,  Mr.  Bourns. 

The  Court :     Just  a  moment.  [677] 

Cross  Examination 

Q.  By  Mr.  Pruitt:  Mr.  Bourns,  you  say  you 
saw  no  precision  potentiometers  in  1946,  is  that 
correct  ? 

A.  In  the  course  of  my  employment  at  NOTS, 
except  as  mentioned. 

Q.     And  what  exception  was  that? 

A.  The  unit  which  I  have  described  previously, 
and  which  I  saw  at  Convair  in  the  course  of  install- 
ing telemetering  equipment  in  the  Convair  missile. 

Q.  What  unit  was  that  ?  What  type  of  potentio- 
meter was  it  that  was  a  precision  potentiometer? 

A.  It  was  a  rotary  potentiometer;  I  believe  it 
was  a  Giannini  micro-torque  brand. 


***** 


Q.  Isn't  it  a  fact  that  the  first  production  instru- 
ment of  the  Model  118  was  not  shipped  by  you  to 
any  customer  prior  to  January  1952? 

A.  I  didn't  understand  that.  Was  not  shi]>ped  to 
us  [678]  by  any  customer,  did  you  say? 

Q.  Was  it  shipped  by  you  to  any  of  your  cus- 
tomers prior  to  January  1952  ? 
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A.  I  am  not  certain  of  the  first  shipping  date  of 
the  exact  instrument  that  is  shown  there. 

Q.  Is  it  your  testimony  that  you  don't  know 
whether  or  not  the  instrument  was  shipped  prir)r  to 
January  1952? 

A.  I  would  first  need  clarification  as  to  the  limi- 
tation you  are  putting  on  the  terminology,  "the  in- 
strument." 

Q.  The  Model  118  instrument.  Does  that  clarify 
the  question? 

A.  Not  necessarily,  entirely,  inasmuch  as  we 
have  a  Model  116,  117  and  118,  which  are  basically 
similar,  with  the  exception  of  one  being  a  single 
output,  one  a  dual  output,  and  one  a  triple  output; 
and  it  is  further  complicated  by  the  fact  that  there 
were  various  developmental  models  which  were 
basically  the  same  as  this,  but  varied  in  minor  de- 
grees and  may  or  may  not  have  been  identified  by 
those  specific  model  numbers. 

Q.  All  right,  Mr.  Bourns.  Wlien  was  the  first 
Model  118  sold  by  Bourns  Laboratories? 

A.  I  can't  tell  you  accurately  that  date  at  this 
time. 

Q.  Do  you  have  records  here  which  would  indi- 
cate the  date  of  the  first  sale  of  that  device?  [679] 

A.    We  may  have. 

Mr.  Pruitt:  I  might  say  at  the  time  of  the  pre- 
vious cross  examination  of  this  witness  I  asked  the 
witness  to  consult  his  records  with  respect  to  this 
question. 

Mr.  Lewis  E.  Lyon:     Apparently  the  first  date 
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that  I  have 1  will  hand  the  witness  an  invoice 

that  has  been  handed  me,  and  apparently  it  indi- 
cates the  date  of  shipment  of  October  or  September 
of  1951  of  an  instrument  shipped  to  Douglas  under 
that  part  number,  and  designated  a  118  modified, 
or  117  modified. 

Is  that  correct  ? 

The  Witness:  Yes,  this  appears  to  refer  to  a 
Model  118  modified.  It  mentions  that  it  is  similar 
to  the  envelope  of  Bourns  Model  117  currently  sup- 
plied to  Douglas. 

Mr.  Lewis  E.  Lyon:  Then  that  does  not  even 
indicate  the  first  date  of  the  supplying  to  Douglas 
of  the  117,  does  it? 

The  Witness:    No. 

Mr.  Pruitt:  If  I  might  clarify  the  record.  The 
questions  are  about  the  Model  118,  Mr.  Lyon. 

Mr.  Lewis  E.  Lyon:  But  the  witness  says  the 
118  and  117  were  the  same  except  one  was  a  dual 
and  one  a  triple  and  one  a  single. 

Mr.  Pruitt:  We  will  take  one  instrument  at  a 
time. 

Q.  By  Mr.  Pruitt:  Do  I  understand  you,  Mr. 
Bourns,  [680]  to  say  that  the  purchase  order  which 
I  hold  in  my  hand  indicates  the  date  of  the  first 
shipment  of  the  Model  118  to  any  customer  of 
Bourns  Laboratories  ? 

A.     I  don't  actually  see  a  shipping  date  on  it. 

Q.  In  other  words,  the  date  the  instrument  bears 
is  the  date  of  the  purchase  order,  is  that  correct? 

A.    Yes,  that  is  one  of  the  dates.  It  says  the  re- 
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quired  delivery  was  November  9,  '51.  I  don't  know 

whether  we  shii)ped  it  ahead  of  that  or  what. 

Q.  It  was  after  the  date  of  the  purchase  order 
which  you  hold  in  your  hand,  was  it  not  ? 

A.  I  assume  so,  if  this  was  the  first  y)urchase 
order,  which  it  has  been  indicated  to  be. 

Mr.  Pruitt :  I  will  offer  this  as  Defendants'  next 
in  order. 

The  Court:    It  may  be  received. 

The  Clerk :    Defendants'  Exhibit  AD  in  evidence. 

(The  exhibit  referred  to  was  marked  Defend- 
ants' Exhibit  AD,  and  was  received  in  evi- 
dence.) 

[See  Book  of  Exhibits.] 

Mr.  Lewis  E.  Lyon:  You  wanted  to  know  when 
it  was  first  shipped.  You  have  asked  it.  I  am  in- 
formed that  the  book  records  show  that  that  instru- 
ment was  shipped  on  invoice  No.  7066,  dated  Oc- 
tober 4,  1951  to  Bendix. 

Mr.  Pruitt:    And  that  is  the  Model  118? 

Mr.  Al  Beck:  It  is  called  a  117  modified  on  the 
invoice.  [681] 

Q.  By  Mr.  Pruitt :  Mr.  Bourns,  you  have  heard 
the  statements  of  Mr.  Lyon  and  Mr.  Beck  that  a 
117  modified  was  shipped  to  Bendix  on  October  4, 
1951;  do  you  recall  in  what  respects  the  Model  117 
was  modified? 

A.  The  document  you  showed  me  indicated  that 
it  was  a  single,  rather  than  a  dual,  and  that  is  the 
distinction  between  the  Model  117  and  the  118. 
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Q.  Was  that  the  first  Model  117  that  was  de- 
livered to  any  customer  of  Bourns  Laboratories? 

A.     No,  sir. 

Q.  On  or  about  what  date  was  the  first  Model 
117  delivered  to  a  customer? 

A.    We  may  have  that  information,  too. 

Mr.  Lewis  E.  Lyon:  I  am  informed  that  the  date 
was  September  21,  1951  on  invoice  No.  7042. 

I  will  give  you  the  information  with  respect  to 
the  116  at  the  same  time.  It  may  shorten  the  matter 
up.  That  was  first  sold  on  invoice  No.  7061  on  Oc- 
tober 1,  1951. 

Mr.  Pruitt :    Thank  you,  Mr.  Lyon. 

Q.  By  Mr.  Pruitt:  Mr.  Bourns,  isn't  it  a  fact 
that  during  the  period  of  time  that  Mr.  Pitzer  was 
employed  by  you  the  Bourns  Laboratories  did  not 
manufacture  a  Model  116,  117  or  118? 

A.    Yes,  sir,  that  is  correct.  [682] 

***** 

EDWARD  GOEPPINGER, 

called  by  the  plaintiff  in  rebuttal,  being  first  sworn, 

was  examined  and  testified  as  follows : 
***** 

Direct  Examination 
By  Mr.  Lewis  E.  Lyon: 

Q.    How  are  you  employed,  Mr.  Goeppinger? 

A.     I  am  currently  employed  as  salesmanager  of      j 
Bourns  Laboratories  Instrument  Sales  Corporation. 

Q.  How  long  have  you  been  employed  by  Bourns 
Laboratories?  A.     Since  September  '49.  j 

Q.    In  what  capacities?  [683]  * 
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A.  I  originally  was  employed  by  Bourns  Labora- 
tories as  design  engineer,  worked  in  that  capacity 
for  approximately  one  or  two  years,  and  there  was 
a  gradual  transition  to  the  sales  function,  contact- 
ing customers,  making  customer  proposals,  evaluat- 
ing customer  requirements,  and  that  capacity,  or  I 
should  say  that  duty  has  expanded  to  the  capacity 
of  salesmanager  in  the  present  organization. 

Q.  In  that  capacity  do  you  have  charge  of  the 
sales  records?  A.    Yes,  sir. 

Q.    All  sales  records  of  the  organization? 

A.  I  have  charge  of  all  sales  records,  of  the  sales 
activities,  and  have  available  all  accounting  records 
that  might  have  taken  place  prior  to  my  joining  the 
organization. 

Q.  During  what  year  did  Bourns  Laboratories 
first  sell  linear  motion  potentiometers  ? 

A.  The  linear  motion  potentiometers  had  been 
sold  prior  to  my  employment  with  Bourns  Lab. 

Q.  Do  the  records  show  how  many  there  were 
during  the  first  year  of  sale? 

A.  According  to  the  records  of  the  first  year  of 
sales,  it  was  somewhere  around  forty  or  fifty  instru- 
ments, for  a  total  gross  sale  of  around  two  or  three 
thousand  dollars. 

Q.    Wliat  year  was  that  sales  year? 

A.     That  was,  I  believe,  in  1947. 

Q.  All  right.  Now,  what  were  the  gi'oss  sales  in 
numbers  and  in  dollars  of  linear  motion  potentio- 
meters by  Bourns  Laboratories  in  the  year  1953  ? 

A.     In  1953  the  total  sales  ran  close  to  $300,000. 
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The  individual  instrument  price  had  been  substan- 
tially reduced.  The  average  selling  price  was  under 
forty — I  should  say  under  $50,  between  forty  and 
fifty,  so  that  indicates  that  the  [685]  total  quantity 
sold  was  in  the  neighborhood  of  six  to  eight  thous- 
and pieces. 

Q.  What  was  the  number  of  employees  of  the 
Bourns  organization  in  1947,  do  you  recall*? 

A.  I  was  not  with  the  organization  at  that  time. 
I  do  not  know  specifically. 

Q.    The  records  do  not  show? 

A.  Well,  I  have  heard  what  the  gross  of  the 
organization  was.  I  know  it  was  just  a  handful. 

Q.  How  many  employees  are  in  the  regular  em- 
ployment of  the  Bourns  Laboratories  at  the  present 
time?  A.     Approximately  120.   [686] 

¥i     *     'Ik     *     * 

(The  document  heretofore  marked  Plaintiff's 
Exhibit  41,  for  identification,  was  received  in 
evidence.)   ***** 

[See  Book  of  Exhibits.] 

Cross  Examination 
Q.    You  state  that  in  1947  Bourns  Laboratories 
sold  approximately  forty  to  fifty  linear  motion  po- 
tentiometers for  a  total  dollar  volume  of  two  to 
three  thousand  dollars;  is  that  correct? 
A.    As  I  best  recall,  that  is  correct.  *  *  *  *  [687] 
Q.    In  1948  do  you  know  what  the  sales  of  linear 
motion    potentiometers    by    Bourns    Laboratories 
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amounted  to,  either  by  nimiber  of  instruments  or 

by  dollar  volume? 

A.     Am  I  permitted  an  approximation  on  this? 

The  Court:    Yes. 

Mr.  Pruitt:  Yes,  I  just  want  your  best  recol- 
lection. [688] 

The  Court:  And  give  it  as  accurately  as  you 
can. 

The  Witness:  We  do  have  records  on  it,  but  as 
I  best  recall  it,  it  was  in  the  neighborhood  of  aroimd 
eight  or  ten  thousand. 

Q.    By  Mr.  Pruitt:    Dollars? 

A.     Correct. 

Q.  Do  you  know  how  that  dollar  volume  com- 
pares to  the  sales,  the  dollar  volume  of  sales  of  ro- 
tary potentiometers  in  that  year? 

A.  I  would  say  if  there  were  any  sales  of  rotary 
potentiometers  in  that  year,  it  was  only  one  or  two 
prototype  units  that  were  submitted  for  evaluation. 
The  prototype  units  were  not  considered  units  that 
were  used  in  production. 

Q.  In  1948  did  Mr.  Bourns  sell  any  potentio- 
meters other  than  linear  motion  potentiometers? 

A.  From  what  I  can  observe  from  the  past  rec- 
ords, there  were  other  sales  of  other  types  of  instru- 
ments at  that  time. 

Q.    And  what  types  of  instruments  were  those? 

A.  I  believe  there  were  designs  at  that  time  on 
pressure  units  and  other  types  of  devices,  such  as 
the  vane  devices. 

Q.    Do  you  know  how  the  sales  of  linear  motion 
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potentiometers  compares  in  that  year  to  the  type 
of  all  other  devices  that  were  sold  by  Mr.  Bourns  in 
that  year? 

A.  I  do  not  have  exact  figures  available.  I  think 
they  may  be  available  in  some  of  the  other  records. 

Q.  Do  you  know  whether  or  not  the  sales  of 
all  other  types  of  instrmnents  were  larger  than  the 
sales  of  linear  motion  potentiometers? 

A.     I  don't  think  I  could  say  accurately. 

Q.  In  1949  can  you  state  whether  or  not  it  is 
true  that  the  total  sales  dollar-wise  of  linear  motion 
potentiometers  by  Mr.  Bourns  totaled  about  $3,000  ? 

A.    In  1949? 

Q.    Yes. 

A.    You  are  asking  if  I  did  say  that? 

Q.    No,  if  you  know  that  that  is  true  or  not. 

A.  It  sounds  like  it  is  reasonably  correct.  I 
think  it  may  have  been  slightly  higher  than  that. 

Q.    You  mean  within  a  thousand  dollars  or  so? 

A.     I  wouldn't  pin  it  down  to  a  thousand  dollars. 

Q.  Now,  is  it  a  fact  that  in  that  same  year, 
1949,  the  sales  of  other  types  of  instruments  by 
Bourns  Laboratories  totaled  approximately  $60,000  ? 

A.     In  rough  figures,  yes. 

Q.  In  1950,  is  it  a  fact  that  the  total  sales  of 
linear  motion  potentiometers  by  Bourns  Labora- 
tories totaled  about  $18,000? 

A.  I  would  not  say  whether  that  is  correct  or 
not. 

Q.    Do  you  know  if  it  is  approximately  correct? 

A.    I  do  not  have  exact  figures  on  that,  that  I 
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can  recall  [690]  by  figures.  I  can  chart  the  general 
trend  of  the  general  growth.  Whether  or  not  some 
of  the  large  orders  were  delivered  in  one  year  or 
another  is  something  that  was  more  closely  asso- 
ciated with  the  accounting  function  rather  than  the 
sales  function. 

Q.  In  1950,  is  it  a  fact  that  the  total  sales  by 
Bourns  Laboratories  of  instruments  other  than 
linear  motion  potentiometers  totaled  about  $81,000? 

A.    I  believe  that  is  a  fair  estimate. 

Q.  Would  it  be  fair  to  say  that  in  1949  and 
1950  the  sales  of  potentiometers  other  than  linear 
motion  potentiometers  by  Bourns  Laboratories  was 
substantially  greater  than  the  sales  of  linear  mo- 
tion potentiometers  during  that  period*? 

A.  In  terms  of  dollar  sales,  I  would  say  yes.  In 
terms  of  potential  future  sales,  I  would  say  no. 

Q.  Now,  at  the  time  of  the  first  sale  of  the 
Model  118,  the  first  production  model  sold  to  a 
customer  for  use,  what  was  the  price  of  that  in- 
strument ? 

A.    Are  you  referring  to  the  modified  unit  that 

we  sold  to  Bendix?  [691] 
♦  *  *  «  * 

HERBERT  E.  KIDDER 

a  witness  called  by  the  plaintiff,  having  been  pre- 
viously sworn,  was  recalled  and  testified  in  rebuttal 
as  follows: 

Direct  Examination 
Q.    By  Mr.  Lewds  E.  Lyon :    Mr.  Kidder,  you  are 
familiar,  are  you  not,  and  have  studied  prior  pat- 
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ents  which  have  been  set  up  in  the  answer  in  this 

case?  A.     Yes,  T  am. 

Q.  Including  the  patents  to  Rubinstein,  Nelson, 
Batcheller,  Schauer,  Campbell,  and  the  others 
which  now  formulate  Exhibits  R-1  to  R-11,  inclu- 
sive, copies  of  which  I  now  place  before  you? 

A.    Yes,  I  am  familiar  with  them. 

Q.  Do  any  of  these  patents  show  a  potentiom- 
eter in  [695]  which  there  is  found  a  lid  carrying  a 
resistance  element  and  a  shorting  strip,  and  in  the 
body  of  the  potentiometer  there  is  a  spring  contact 
element  or  elements  mounted  to  slide  in  the  body 
of  the  element  upon  a  bar  or  shaft? 

A.     In  my  opinion  there  is  not. 

The  Court:    What  claim  are  you  reading? 

Mr.  Lewis  E.  Lyon:    I  didn't  hear  your  Honor. 

The  Court :    What  claim  were  you  giving  him  ? 

Mr.  Lewis  E.  Lyon:  The  only  claim  of  the  '981 
patent,  your  Honor. 

The  Court :    That  is  the  only  one  in  suit  ? 

Mr.  Lewis  E.  Lyon:    That  is  the  only  one  in  suit. 

The  Court:    All  right. 

Q.  By  Mr.  Lewis  E.  Lyon:  You  are  familiar 
with  the  Bourns  linear  motion  potentiometer,  are 
you  not?  A.    Yes,  I  am. 

Q.  Do  those  Bourns  linear  motion  potentiom- 
eters include  a  lid  having  a  variable  resistance  ele- 
ment and  a  shorting  strip  mounted  in  the  lid? 

Mr.  Pruitt :  To  which  we  object,  your  Honor,  on 
the  ground  that  this  entire  line  of  questioning  is 
improper  rebuttal.  I  don't  believe  there  was  any 
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evidence  in  the  defendants'  main  case  to  which  this 

is  proper  rebuttal  evidence. 

The  Court:  The  prior  question  was  proper.  I 
can't  [696]  see  the  propriety  in  this  one,  unless 
you  seek  to  eliminate  possible  anticipation  by  your- 
self, which  of  course  does  arise  at  times. 

Mr.  Lewis  E.  Lyon:  The  only  reason  for  this 
question,  your  Honor,  is  to  establish  that  the  linear 
motion  potentiometers  manufactured  and  sold  by 
the  Bourns  Laboratories  do  include  in  all  instances 
the  definition  of  the  patent  invention  to  bring  it 
within  the  fact  that  those  structures,  those  linear 
motion  potentiometers,  which  have  had  such  wide 
commercial  success,  are  the  structures  of  the  pat- 
ent in  suit,  and  defined  by  the  claim. 

The  Court:    Read  the  question. 

(The  question  was  read  by  the  reporter.) 

Q.  By  Mr.  Lewis  E.  Lyon:  (Continuing)  And 
a  slide  element  in  the  body  carrying  a  pressure 
contact  element,  and  which  slide  element  is  mounted 
to  move  upon  a  shaft  or  bar  mounted  in  the  body 
of  the  potentiometer. 

Mr.  Pruitt:  The  same  objection,  your  Honor, 
and  upon  the  further  ground  that  it  is  immaterial. 

The  Court:  I  will  overrule  the  objection.  You 
may  answer. 

The  Witness:  Now,  I  have  to  see  how  this  ques- 
tion is  worded. 

The  Court:  All  right.  Start  over  again,  Mr. 
Goldstein. 
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(The  question  referred  to  was  read  by  the 
reporter  as  follows:  [697] 

'*Q.  Do  those  Bourns  linear  motion  potentiom- 
eters include  a  lid  having  a  variable  resistance  ele- 
ment and  a  shorting  strip  mounted  in  the  lid,  and 
a  slide  element  in  the  body  carrying  a  pressure 
contact  element,  and  which  slide  element  is  mounted 
to  move  upon  a  shaft  or  bar  mounted  in  the  body 
of  the  potentiometer?") 

The  Witness:    Yes,  they  do. 

The  Court:    All  right. 

Mr.  Lewis  E.  Lyon:    That  is  all. 

Cross  Examination 

Q.  By  Mr.  Pruitt:  Mr.  Kidder,  have  you  ex- 
amined the  file  wrapper  of  the  '980  patent? 

A.    Yes,  I  have. 

Q.  Have  you  read  the  original  claim  13  included 
in  that  file  wrapper?  A.    Yes. 

Q.    Do  you  know  generally  what  that  provides? 

A.  It  is  generally  similar  to  the  allowed  claim 
in  '981,  but  differs  in  certain  material  respects. 

Q.  And  in  what  respects  does  it  differ  from  the 
claim  of  '981  patent  as  ultimately  allowed? 

Mr.  Lewis  E.  Lyon:  I  believe,  your  Honor,  that 
is  a  matter  of  simple  comparison  between  the 
claim [698] 

The  Court:  I  don't  know  why  this  is  proper  for 
him  to  do.  I  have  the  file  wrapper,  and  it  shows 
what  they  did.  They  allowed  it  right  from  the  be- 
ginning and  merely  objected  to  the  inadequacy  of 
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drawings.   In  fact,   it  is   one   of  the   shortest  file 

wrappers  I  have  ever  seen. 

Mr.  Pruitt:  I  am  speaking  of  th(;  '980  file  wrap- 
per in  which  the  original 

The  Court:  I  know.  That  one  was  a  short  onf, 
too.  And  this  division  came  out  of  that  one. 

Mr.  Pruitt:  Your  Honor,  the  claim  of  the  '981 
patent  was  stated  by  the  applicant  to  be  substan- 
tially the  same  as  claim  15  of  the  original  appli- 
cation. 

The  Court:  He  didn't  put  it  that  way  in  his  ap- 
plication. He  merely  said  it  is  a  division.  I  will  tell 
you  what  his  wording  is.  In  his  letter  of  trans- 
mittal he  says — just  a  minute. 

"It  is  substantially  a  copy  of  claim  15  of  the 
parent  case,  drawn  to  the  non-elected  species."  I 
don't  know  what  that  phrase  means.  What  does  it 
mean  ? 

Mr.  Pruitt:  It  means  a  different  invention,  dif- 
ferent species  of  invention  than  that  covered  in  the 
parent  claim. 

The  Coui-t:  What  does  that  non-elected  mean? 
That  is  a  new  phrase. 

Mr.  Lewis  E.  Lyon:  In  the  file  wrapper  of  the 
original  case  there  was  more  than  one  form  of 
structure  shown.  The  [699]  Patent  Office  required 
a  division.  Now,  the  words  ' ^non-elected"  mean  that 
in  the  original  case  this  form  of  linear  motion 
potentiometer  was  not  elected  to  be  prosecuted  in 
the  original  application,  but  was  elected  to  he  filed 
in  a  divisional  application.  The  words  **non-elected" 
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refer  to  the  election  made  with  respect  to  the  '980 
file   wrapper,   where   that   form   of   structure   was 
taken  out  of  that  application  and  reserved  for  the 
divisional  application. 

The  Court:    I  see.  All  right. 

Mr.  Lewis  E.  Lyon:  Isn't  that  right,  Mr.  Kidder? 

The  Witness:    That's  right. 

The  Court:  It  is  a  new  phrase.  In  19  years  I 
haven't  run  across  it  before,  or  if  I  have,  I  have 
forgotten  it. 

Mr.  Pruitt:  Your  Honor,  if  I  may  point  out  in 
the  '980 

The  Court:  Let's  not  argue  about  it.  Let's  do 
the  arguing  later  on. 

What  is  pending  before  the  court? 

Mr.  Pruitt:  I  asked  a  question  concerning  the 
difference  between  an  original  claim  in  the  '980 
patent  and  the  claim  of  the  '981  patent. 

The  Court:  In  view  of  my  own  inquiry  I  think 
I  will  let  you  ask  the  question.  All  right,  you  may 
answer. 

Mr.  Lewis  E.  Lyon:  The  only  question,  your 
Honor,  is  to  compare  the  physical  written  elements 
in  one  with  the  other,  and  both  of  them  are  in  evi- 
dence. [700] 

The  Court :    He  can  assist  us.  Go  ahead. 

The  Witness :  I  really  would  have  to  have  a  copy 
of  the  claim  13  to  compare 

The  Court:    Claim  15. 

The  Witness:    He  is  now  asking  about  13. 

Mr.  Pruitt:    There  were  four  claims  in  the  orig- 
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inal  application  relating  to  the  linear  motion  po- 
tentiometer, three  of  those  were  abandoned  by  the 
applicant,  and  they  relied  on  a  claim  substantially 
the  same  as  a  claim  15  in  their  divisional  appli- 
cation. 

The  Court:  Now  you  are  trying  to  campare  it 
with  one  that  they  abandoned,  is  that  correct? 

Mr.  Pruitt:    That  is  correct,  your  Honor. 

Mr.  Lewis  E.  Lyon :  That  is  just  argument,  your 
Honor. 

The  Court:  Let's  not  argue  it.  Let's  let  the  wit- 
ness answer  the  question,  please. 

The  Witness :  The  chief  distinctions  are  that  the 
claim  13  has  no  reference  to  a  post  mounted  on  the 
shaft  to  which  the  contact  plate  is  attached,  nor 
does  the  conductor  strip  appear  in  claim  13. 

Q.  By  Mr.  Pruitt:  Did  you  take  that  differ- 
ence into  consideration  in  arriving  at  your  opinion 
as  to  whether  or  not  the  Bourns  instruments  are 
covered  by  the  single  claim  of  the  '981  patent  ? 

A.    Yes,  that  was  taken  into  consideration.  [701] 

Q.  Are  you  familiar  with  claim  14  of  the  parent 
application  ? 

A.  I  have  read  it.  I  know  that  there  are  dif- 
ferences, but  the  specific  differences  I  would  like 
to  look  at. 

The  Court:    All  right. 

Q.    By  Mr.  Pruitt:    Please  do  that,  Mr.  Kidder. 

A.  Claim  14  omits  the  post  and  describes  the 
contact  plate  as  being  mounted  on  the  shaft.  Also, 
of  course,  includes  the  whereby  clause  that  was  ob- 
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jected  to  by  the  Patent  Office,  the  last  clause 

The  Court:    The  functional  clause? 

The  Witness :    The  functional  clause  of  the  claim. 

The  Court:  Almost  like  the  famous  ''which" 
clause  in  the  Bricker  Amendment. 

Q.  By  Mr.  Pruitt:  Are  those  the  only  differ- 
ences between  the  original  claim  14  and  the  single 
claim  of  the  '981  patent  as  ultimately  allowed,  Mr. 
Kidder? 

Mr.  Lewis  E.  Lyon:  Your  Honor,  I  will  object 
to  that.  That  is  a  matter  of  simple  comparison  as 
to  whether  there  is  any  further  difference. 

The  Court:  That  is  all  right.  He  may  sum  it 
up  for  us. 

The  Witness:  I  would  say  that  is  the  only  ma- 
terial difference.  There  are  a  munber  of  other  dif- 
ferences in  the  general  organization  of  the  material 
and  the  way  it  is  set  up  [702]  in  the  claims. 

Q.  Did  you  take  those  differences  into  account 
in  expressing  the  opinion  that  you  expressed  a  few 
moments  ago?  A.    Yes,  I  did. 

Q.  Are  you  familiar  with  claim  15  of  the  orig- 
inal parent  application?  A.    Yes,  I  am. 

Q.  Do  you  know  in  what  manner  that  differs, 
if  any,  from  the  claim  as  ultimately  allowed  in  the 
'981  patent?  A.    Yes. 

Q.     In  what  manner  does  it  differ? 

Mr.  Pruitt:  Your  Honor,  I  might  point  out  that 
these  portions  are  set  forth  in  the  trial  memo- 
randum on  page  13. 
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The  Court:  I  know,  but  I  prefer  to  go  by  the 
entire  file  wrapper. 

I  think  the  Examiner  set  foi-th  the  distinction 
and  evidently  accepted  the  claim,  because  that  is  one 
of  the  few  instances  that  I  know  of  where  it  was 
allowed  on  the  first  shot.  All  that  he  asked  for  was 
a  better  drawing. 

Mr.  Pruitt:  Your  Honor,  we  are  going  to  argue 
the  matter  later,  but  the  file  wrapper  shows  that 
similar  claims  were  previously  rejected  by  the 
Patent  Office.  [703] 

The  Court:    The  old  claims,  that  is  right. 

Mr.  Lewis  E.  Lyon:  They  weren't  claims  in  this 
application.  There  is  no  file  wrapper  estoppel  that 
follows  from  that;  none  whatsoever. 

The  Court:  No.  They  can  see  the  light,  gentle- 
men, even  if  it  takes  them  three  years  to  do  it,  and 
they  eventually  come  out  with  something.  I  know 
what  the  file  wrappers  usually  show.  They  start 
out  with  something,  and  talk  back  and  forth,  and 
the  lawyers  argue,  everybody  argues,  and,  finally, 
they  come  out  with  something  and  they  say,  "This 
is  allowed"  and  you  end  up  with  about  half  the 
claims. 

There  is  also  one  little  characteristic  thing  in 
that  one  file  wrapper.  You  see,  I  have  a  sort,  of 
proofreader's  eye,  and  sometimes  little  things  saute 
aux  yeux,  as  the  French  say,  sort  of  jump  out  at 
you.  They  said,  ''Please  limit  your  claims  to  not 
more  than  ten."  In  other  words,  they  do  not  like 
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multiple  claims.  So  there  may  be  that  motivation 
behind  the  rejection,  that  they  do  not  like  so  many 
claims.  So,  finally,  when  they  limited  it  to  seven, 
they  pull  this  one  out,  and  they  say,  ''We  will  give 
it  to  you." 

All  right.  Go  ahead. 

The  Witness:  Among  the  differences  between 
claim  15  and  the  allowed  claim  of  '981  is  that  claim 
15  stated  that  the  post  extends  out  of  the  groove 
and  serves  to  prevent  [704]  rotation  of  the  shaft, 
and  is  estopped  on  the  limits  of  shaft  reciprocation. 

Also,  the  elongate  strip  is  not  described  as  an 
electrically  conductive  elongate  strip,  which  was  ob- 
jected to  by  the  examiner.  And  the  "whereby" 
clause  was  objected  to  at  the  end  of  the  claim  15, 
and  that  was  omitted  from  the  claims  of  '981. 

The  Court:  So  that  the  single  claim  allowed  has 
fewer  elements'? 

The  Witness :  It  has  fewer  elements.  It  is  slightly 
shorter,  but  contains  substantially  the  same  ma- 
terial. 

Q.  By  Mr.  Pruitt:  You  say  it  was  substantially 
the  same  as  far  as  the  structure  described  therein 
in  concerned? 

A.  Except  for  the  differences  that  I  have  de- 
scribed, namely,  that  the  post  extends  out  of  the 
groove  and  serves  to  prevent  rotation  of  the  shaft, 
and  to  limit  the  shaft  reciprocation. 

Q.     Did  you  take  those  considerations  into  ac- 
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count  in  expressing  the  opinion  you  testified  to  a 

few  moments  ago?  A.    Yes,  I  did.  [705] 

*  *  *  *  * 

[Endorsed] :    Filed  November  8,  1954. 


[Title  of  District  Court  and  Cause.] 

EXTRACT  FROM  HEARING  ON  MOTION  TO 
STAY  OR  MODIFY  INJUNCTION 

Los  Angeles,  Calif.,  Monday,  Nov.  8,  1954 
*  *  *  *  * 

The  Court:  As  I  understand  that  section,  we  are 
not  ousted  from  jurisdiction  to  determine  the  valid- 
ity of  patents.  The  Court  of  Claims  is  not  author- 
ized to  pass  upon  the  validity  of  patents.  The  sec- 
tion merely  says  that  for  damages  to  be  recovered 
they  have  to  go  to  the  Court,  of  Claims.  But  that 
does  not  prevent  me  from  enjoining  them  from  sell- 
ing to  the  Government  if,  as  I  found,  it  is  a  de- 
liberate infringement.  There  was  no  attempt  made 
not  to.  Your  only  contention  was  that  hazy  conten- 
tion that  it  was  in  the  prior  art.  The  man  went  out 
deliberately  and  took  it.  He  was  not  even  skilled 
in  the  field.  He  was  just  a  mechanic,  and  not  an 
engineer. 

I  don't  know  that  that  section  ousted  jurisdiction 
in  the  courts  of  the  United  States  to  determine 
patents.  Of  course,  it  is  true,  and  I  have  so  held 
myself,  that  even  when  you  issue  a  mandatory  in- 
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junction,  you  have  the  right  to  stay  its  effect  in 
order  not  to  prevent  a  person  having  the  benefit  of 
an  appeal.  But  that  is  done  only  upon  filing  a  sub- 
stantial supersedeas  bond.  A  provision  such  as  you 
demand  is  really  an  encouragement.  He  could  go 
out  and  say,  "Look,  we  have  got  authorization  to 
sell  all  we  want  to,"  despite  the  fact  that  the  judg- 
ment would  be  violated.  That  would  make  a  mock- 
ery of  my  judgment. 

Mr.  Warner:  That  is  not  intended,  your  Honor, 
and  none  would  result. 

The  Court :  But  you  have  gone  out  and  solicited, 
and  you  have  not  got  a  piece  of  paper  here  in  show- 
ing any  authorization  by  the  Government,  or  that 
anyone  authorized  by  the  Government  has  stated 
that  they  are  so  willing  to  buy  yours  instead  of  the 
other  that  they  authorize  anyone  to  prefer  that  one 
over  the  other.  After  all,  you  are  an  infringer. 

Mr.  Warner:  I  imderstand,  your  Honor,  but,  if 
it  please  the  court,  that  evidence  was  offered  at  the 
trial,  and  was  refused  to  be  admitted. 

The  Court:    I  wasn't  interested  then,  and  I  am 

not  interested  in  it  now. 
***** 

I  am  old-fashioned.  I  believe  that  a  patent  is 
still  a  good  right,  and  I  believe  that  this  was  a  de- 
liberate infringement  by  one  who  could  not  even 
claim  a  skill  in  the  art,  because  he  went  out  and  de- 
liberately took  something  from  his  former  em- 
ployer. He  surrounded  himself,  it  is  true,  with  men 
skillful  enough  to  help.  He  was  not  even  an  engi- 
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necr.  His  experience,  he  said  at  the  trial,  had  been 
obtained  in  the  Navy. 

And  here  is  a  man  who  had  an  invention,  wliieli 
I  found  was  infringed,  and  I  am  not  goin^  to  do 
aught  unless  there  be  a  substantial  supersedeas 
bond. 

I  am  not  going  to  put  a  clause  in  that  injunction, 
because  that  would  deliberately  allow  them  to  go 
out  and  do  that  very  thing.  If  at  all,  I  would  tell 
them  not  to  solicit.  I  would  put  in  a  provision  not 
to  solicit  or  sell.  Otherwise  they  could  say,  "Boys, 
we  have  a  cinch.  We  have  got  a  bond  up  for  $2,000, 
and  we  can  sell  $100,000  worth  of  goods  to  the 
United  States  Government,  and  then  let  them  go 
and  sue  us  in  the  Court  of  Claims."  That  is  not  the 
way  the  process  of  the  court  should  be  used.  I  have 
been  too  long  at  this  game.  It  is  true  that  there  are 
certain  things  you  cannot  do,  but  you  can  prevent 
a  man  from  doing  certain  things  that  would  compel 
him  to  go  to  the  Court  of  Claims,  and  that  has 
always  been  the  method  used  in  courts  of  equity. 
And  this  is  a  court  of  equity  now.  I  would  not  give 
you  a  thing  like  that.  It  would  just  be  an  invitation 
to  go  out  and  solicit  unlimitedly,  and  any  con- 
tractor who  would  be  shown  a  provision  of  that 
character  would  say,  "Why,  we  do  not  run  any 
risk."  I  am  not  going  to  do  that  and  nullify  the 
judgment  of  this  court. 

You  are  not  getting  a  supersedeas  from  me  un- 
less there  is  a  hearing,  in  which  I  am  told  the  total 
amount  in  money  of  all  sales,  and  I  will  make  it 
cover  the  whole  amount,  so  that  they  won't  have 
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to  go  to  the  Court  of  Claims.  It  is  true  I  cannot 
make  it  to  cover  damages  in  this  court,  but  I  can 
use  the  injunctive  power  to  prevent  them  from 
going  out  and  increasing  the  damage,  such  as  a 
court  of  equity  has  always  done,  and  I  have  illus- 
trated how  we  do  it  in  divorce  cases,  where,  while 
you  cannot  control  property  outside  of  the  State, 
you  can  control  the  man  who  owns  the  property 
and  use  the  process  of  the  court  to  tell  him  to  de- 
liver a  deed  conveying  the  property,  and  no  court 
of  the  United  States  has  ever  repealed  that. 

In  fact,  I  have  just  completed  a  case  for  the 
Court  of  Appeals,  involving  a  fight  over  an  estate, 
and  I  ran  across  those  cases,  and  I  say  in  the  foot- 
notes that  while  it  is  true  the  court  has  no  jurisdic- 
tion to  control  property  outside  of  the  State,  it  can 
through  orders  issued  to  the  person  before  it  com- 
pel conveyance  even  of  property  outside  of  the 
State.  So  having  given  the  plaintiff  the  benefit  of 
the  judgment,  I  am  not  going  to  do  anything  to 
nullify  it.  If  you  want  a  supersedeas  bond,  you  will 
have  to  have  a  bond  to  cover  all  future  sales,  in- 
cluding the  Government,  and  an  agreement  that 
that  bond  be  made  to  cover  any  future  damages 
as  to  those.  In  other  words,  I  will  make  you  waive 
the  benefit  of  that  section,  and  I  can  do  it.  Other- 
wise, you  can  go  to  the  Court  of  Appeals.  I  have 
just  come  from  there,  and  you  can  ask  them  to  fijj: 
the  supersedeas  bond. 
*  *  *  *  * 

[Endorsed]  :   Filed  November  29,  1954.  - 

I 
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[Endorsed]:  No.  14578.  United  States  Court  of 
Appeals  for  the  Ninth  Circuit.  Edeliff  Instrmnents, 
a  corporation,  Edmimd  W.  Pitzer  and  Clifford 
Dillon,  Api^ellants,  vs.  Marian  E.  Bourns,  doing 
business  as  Bourns  Laboratories,  Appellee.  Tran- 
scrii)t  of  Record.  Appeal  from  the  United  States 
District  Court  for  the  Southern  District  of  Cali- 
fornia, Central  Division. 

Filed:  November  13,  1954. 

/s/  PAUL  P.  O'BRIEN, 
Clerk  of  the  United  States  Court  of  Appeals  for 
the  Ninth  Circuit. 


In  the  United  States  Court  of  Appeals 
for  the  Ninth  Circuit 

No.  14578 

EDCLIFF  INSTRUMENTS,  EDMUND  W. 
PITZER,  and  CLIFFORD  DILLON, 

Defendants  and  Appellants, 

vs. 

MARLAN  E.  BOURNS, 

Plaintiff  and  Appellee. 

NOTICE  OF  MOTION  FOR  AN  ORDER  TO 
SUSPEND  INJUNCTION  PENDING  DE- 
TERMINATION OF  APPEAL 

To  Marian  E.  Bourns,  Plaintiff-Appellee,  and  to 
Messrs.  Lyon  &  Lyon,  his  Attorneys: 

Please  Take  Notice  that  on  Monday,  November 
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29,  1954,  at  the  hour  of  10:00  o'clock  a.m.,  or  as 
soon  thereafter  as  counsel  can  be  heard,  in  the 
courtroom  of  the  United  States  Court  of  Appeals 
for  the  Ninth  Circuit,  in  the  United  States  Post 
Office  and  Court  House  Building,  Spring  and 
Temple  Streets,  Los  Angeles,  California,  the  ap- 
pellants, Edcliff  Instruments,  a  corporation,  Clif- 
ford Dillon,  and  Edmund  W.  Pitzer,  will  move  the 
above  entitled  court  for  an  order  to  suspend,  pend- 
ing the  disposition  of  the  appeal  herein,  the  injunc-  ^ 
tion  issued  herein  by  the  United  States  District 
Court  for  the  Southern  District  of  California,  Cen- 
tral Division,  upon  the  grounds  (1)  that  said  Dis-  j 
trict  Court  had  no  jurisdiction  to  issue  said  injunc- 
tion by  reason  of  the  provisions  of  Section  1498  of 
Title  28  of  the  U.  S.  Code;  (2)  that  said  District 
Court  erred  in  excluding  evidence  that  the  purchase 
of  devices  from  appellants  by  contractors  and  sub- 
contractors of  the  United  States  was  with  the  au- 
thorization and  consent  of  the  United  States;  (3) 
that  the  enforcement  of  said  injunction,  pending 
the  appeal  herein,  would  cause  appellants  substan- 
tial, immediate,  and  irreparable  injury,  whereas, 
appellee  is  adequately  secured,  pending  the  instant 
appeal,  without  the  necessity  of  said  injunction; 
and  (4)  that  the  enforcement  of  said  injunction 
would  immediately  deprive  the  United  States  of  its 
source  of  supply  of  vital  defense  materials  and 
would  thereby  nullify  the  protection  afforded  the 
United  States  by  said  Section  1498  of  Title  28  of 
the  U.  S.  Code. 

Said  motion  will  be  based  upon  Rule  62(g)   of 
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the  Federal  Rules  of  Civil  Procedure,  the  Memor- 
andum of  Reasons  and  Points  and  Authorities,  and 
the  affidavits  of  J.  E.  Coates,  Walter  J.  Jason, 
Leonard  Comegys,  Anton  Toy,  Jr.,  and  Edmund  W. 
Pitzer,  filed  concurrently  herewith;  the  affidavits 
of  J.  E.  Coates,  Leonard  Comegys,  and  Walter  J. 
Jason,  filed  below  on  September  3,  1954  (R.  pp. 
115,  132,  134)  ;  the  affida\its  of  Raymond  E.  Boss- 
arte,  Leonard  Comegys,  Ed  Deardorff,  Clifford 
Dillon,  Clyde  V.  Grant,  Jr.,  Marion  J.  Kruzic, 
Frederick  E.  MacArthur,  Jr.,  Edmund  W.  Pitzer, 
and  John  C.  Werner,  each  filed  below  on  January 
15,  1954  (R.  pp.  59,  61,  64,  66,  73,  75,  77,  80,  86, 
88),  and  upon  all  the  evidence,  papers,  and  records 
on  file  herein. 

Dated:   November  19,  1954. 

GIBSON,  DUNN  &  CRUTCHER, 
SAMUEL  O.  PRUITT,  JR., 
F.  DANIEL  FROST  III., 
'GLENN  WARNER, 
/s/  By   SAMUEL  O.  PRUITT,  JR., 

Attorneys  for  Defendants  and 
Appellants 

[Endorsed] :   Filed  November  19,  1954.   Paul  P. 
OTBrien,  Clerk. 
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[Title  of  U.  S.  Court  of  Appeals  and  Cause.] 

AFFIDAVITS  OF  WALTER  J.  JASON,  J.  E. 
COATES,  LEONARD  COMEOYS,  ANTON 
TOY,  JR.,  AND  EDMUND  W.  PITZER  IN 
SUPPORT  OF  APPELLANTS  MOTION  TO 
SUSPEND  INJUNCTION  PENDING  DE- 
TERMINATION ON  APPEAL 

AFFIDAVIT  OF  WALTER  J.  JASON 

State  of  California, 
County  of  Los  Angeles — ss. 

Walter  J.  Jason,  being  first  duly  sworn  deposes 
and  says: 

That  he  is  Patent  Director  for  Convair  (formerly 
Consolidated  Vultee  Aircraft  Corporation),  San 
Diego,  California,  and  in  the  normal  and  ordinary 
course  of  his  duties  he  has  become  familiar  with 
the  contents  of  the  records  and  files  of  that  com- 
pany relating  to  the  purchase  by  Convair  of  po- 
tentiometers from  Edcliff  Instruments,  a  corpora- 
tion. Said  files  reveal: 

(1)  That  all  potentiometers  heretofore  purchased 
by  Convair  from  Edcliff  Instruments  have  been 
purchased  under  and  pursuant  to  one  or  more  of 
United  States  Government  contracts  NORD-F- 
1492,  NORD-11809,  NORD-11297,  NORD-10706  and 
NORD-13571;  and  that  all  potentiometers  to  be 
purchased  in  the  future  by  Convair  from  Edcliff 
Instruments  are  planned  for  purchase  under  and 
pursuant  to  one  or  more  of  said  contracts,  and  all 
of  said  potentiometers  will,  in  any  event,  be  pur- 
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chased  under  and  pursuant  to  United  States  Gov- 
ernment contracts  which  each  contain  an  authoriza- 
tion and  consent  clause; 

(2)  That  each  of  said  contracts  above  identified 
contains  the  following  authorization  and  consent 
clause,  it  being  noted  that  in  the  authorization  and 
consent  clause  of  each  of  contract  Nos.  NORD- 
11809  and  NORD-13571  the  word  "necessarily"  is 
omitted  from  paragraph  [ii]  thereof: 

"Authorization  and  Consent:  The  Government 
hereby  gives  its  authorization  and  consent  (without 
prejudice  to  its  rights  of  indemnification,  if  such 
rights  are  provided  for  in  this  contract)  for  all  use 
and  manufacture,  in  the  performance  of  this  con- 
tract or  any  part  hereof  or  any  amendment  hereto 
or  any  subcontract  hereunder  (including  any  lower- 
tier  subcontract),  of  any  patented  invention  [i]  em- 
bodied in  the  structure  or  composition  of  any  ar- 
ticle the  delivery  of  wiiich  is  accepted  by  the  Gov- 
ernment under  this  contract,  or  [ii]  utilized  in  the 
machinery,  tools  or  methods  the  use  of  which  neces- 
sarily results  from  compliance  by  the  Contractor 
or  the  using  subcontractor  with  (a)  specifications  or 
written  provisions  now  or  hereafter  forming  a  part 
of  this  contract,  or  (b)  specific  written  instructions 
given  by  the  Contracting  Officer  directing  the  man- 
ner of  performance." 

(3)  That  all  said  potentiometers  have  been  or 
are  to  be  resold  to  and  paid  for  by  the  United 
States  Government,  and 

(4)  That  all  of  said  potentiometers  have  either 
been  incorporated  or  will  be  incorporated  by  Con- 


456  EdcUff  Instruments,  et  al.,  vs. 

vair  into  devices  which  have  been  or  will  be  de- 
livered to  the  United  States,  or  have  been  or  will 
be  used  by  Convair  for  research  and  development 
purposes  directly  in  connection  with  United  States 
Government  classified  projects. 

As  more  particularly  stated  in  the  affidavit  of 
affiant  dated  August  26,  1954,  the  United  States, 
represented  by  the  Bureau  of  Ordnance,  Depart- 
ment of  the  Navy,  has  specifically  authorized  and 
consented  to  the  purchase  by  Convair  of  said  po- 
tentiometers from  said  Edcliff  Instruments. 

On  November  12,  1954,  affiant  notified  the  Chief, 
Bureau  of  Ordnance,  Department  of  the  Navy,  of 
the  Judgment  of  Infringement  entered  in  the  above 
entitled  action  and  requested  a  reaffirmation  of  said 
authorization  and  consent  to  the  past,  present  and 
future  purchases  of  potentiometers  from  EdclifP  In- 
striunents.  In  reply  to  said  request,  affiant  received 
a  written  communication  from  G.  D.  O'Brien,  Pa- 
tent Counsel,  Bureau  of  Ordnance,  Department  of 
the  Navy,  dated  November  16,  1954,  which  reaf- 
firmed said  authorization  and  consent.  Attached 
hereto  and  designated  Exhibit  "A"  is  a  full,  true 
and  correct  copy  of  said  communication. 

/s/  WALTER  J.  JASON 

Subscribed  and  sworn  to  before  me  this  18th  day 
of  November,  1954. 

EDYTHE  G.  BEATY, 

Notary  Public  in  and  for  said 
County  and  State 
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EXHIBIT  'A" 

Department  of  the  Navy,  Bureau  of  Ordnance 
Washington  25,  D.  C. 

In  reply  refer  to  Ref :  O'Btpje  A13-1  (Copy) 

Mr.  Walter  J.  Jason,  Patent  Director     16  Nov  1954 

Consolidated  Vultee  Aircraft  Corp. 

3165  Pacific  Highway,  San  Diego,  California 

My  dear  Mr.  Jason: 

For  the  purpose  of  the  United  States  Code  Title 
28  Section  1498  as  amended,  the  Government  of  the 
United  States  as  represented  by  the  Department  of 
the  Navy,  Bureau  of  Ordnance,  hereby  reaffirms  the 
authorization  and  consent  for  the  manufacture  and 
sale  by  Edcliff  Instruments  of  linear  potentiometers 
to  Consolidated  Yultee  Aircraft  Corporation  as 
previously  granted  under  the  following  current 
United  States  Government  contracts :  NOrd-F-1492 : 
NOrd-11,809;  NOrd-11,297  and  NOrd-10,706,  and 
NOrd-13,579  [sic  NOrd-13,571]. 

The  provision  of  the  United  States  Judicial  Code 
noted  above  states  that  the  patent  owner's  remedy 
for  the  use  or  manufacture  by  or  for  the  United 
States  (including  a  prime  Contractor  or  any  lower 
tier  subcontractor  of  the  United  States)  of  any  pa- 
tented invention  shall  be  by  way  of  action  against 
the  United  States  in  the  Court  of  Claims  for  the 
recovery  of  his  reasonable  and  entire  compensation. 
Any  injunction  arising  out  of  the  present  action 
])rought  by  Bourns  for  infringement  of  U.  S.  patent 
No.  2,515,981  by  Edcliff  Instruments,  restraining 
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the  sale  by  Edcliff  of  potentiometers  held  to  be  in- 
fringing valid  claims  of  this  patent  should  exclude 
sales  directly  or  indirectly  to  the  United  States 
Government  or  its  contractors  to  be  in  compliance 
with  the  provisions  of  the  above-cited  Title  and  Sec- 
tion of  the  United  States  Code. 

Accordingly,  the  purchase  by  Consolidated  Vultee 
Aircraft  Corporation  for  the  use  of  the  United 
States  Government  under  the  above-designated  con- 
tracts of  potentiometers  from  Edcliff  Instruments 
could  be  held  an  infringement  of  the  Bourns  patent 
only  by  appropriate  proceedings  in  the  U.  S.  Court 
of  Claims.  If  it  were  otherwise,  the  liability  of  the 
United  States  Government  could  be  adjudicated  on 
proceedings  in  the  Federal  District  Courts,  which  is 
contrary  to  the  intent  of  Congress. 

Sincerely  yours, 

/s/  G.  D.  O'BRIEN, 
Patent  Counsel  for  the  Bureau ;  by  direction  of  the 
Chief  of  Bureau. 

AFFIDAVIT  OF  J.  E.  COATES 

State  of  California, 
County  of  Los  Angeles — ss. 

J.  E.  Coates,  being  first  duly  sworn  deposes  and 

says : 

That  he  is  Chief  Patent  Counsel  for  Douglas  Air- 
craft Company,  Inc.,  Santa  Monica,  California,  and 
that  in  the  normal  and  ordinary  course  of  his  duties 
he  has  become  familiar  with  and  knows  the  contents 
of  the  records  and  files  of  that  company  relating  to 
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the  purchase  by  Douglas  Aircraft  Company,  Inc. 
of  linear  motion  potentiometers  from  Edcliff  Fn- 
struments. 

Said  files  reveal  that  all  past,  present  and  future 
purchases  of  linear  motion  potentiometers  by  Doug- 
las Aircraft  Company,  Inc.  from  Edcliff  Instru- 
ments and  that  all  linear  motion  potentiometers 
manufactured  in  the  past,  present  or  future  by 
Edcliff  Instruments  and  purchased,  or  to  be  pur- 
chased by  Douglas  Aircraft  Company,  Inc.  from 
Bendix  Aviation  Corporation,  have  been  or  will  be 
purchased  under  and  pursuant  to  certain  United 
States  Government  contracts  issued  by  the  Ord- 
nance Corps  of  the  Department  of  the  Army  and 
by  the  Bureau  of  Aeronautics,  Department  of  the 
Navy. 

Said  files  further  reveal  that  all  of  said  linear 
motion  potentiometers  have  been  or  will  be  paid  for 
by  the  United  States  Government  under  and  pur- 
suant to  said  Government  contracts,  and  either  have 
been  or  will  be  incorporated  by  Douglas  Aircraft 
Company,  Inc.  into  devices  which  have  been  or  will 
be  delivered  to  the  United  States  or  have  been  or 
will  be  used  by  Douglas  Aircraft  Company,  Inc.  for 
research  and  development  purposes  directly  con- 
nected with  United  States  Government  projects,  all 
or  provided  for  in  said  Government  contracts. 

As  stated  in  the  affidavit  of  affiant  dated  August 
30,  1954  (filed  herein  on  September  3,  1954),  the 
United  States  has  heretofore  expressly  authorized 
and  consented  to  the  purchase  of  all  of  said  linear 
motion   potentiometers    from   Edcliff    Instruments 
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and  Bendix  Aviation  Corporation  by  Douglas  Air- 
craft Company,  Inc. 

Furthermore,  on  November  11,  1954,  affiant  noti- 
fied the  Chief  of  Ordnance,  Ordnance  Corps,  De- 
partment of  the  Army  and  the  Patent  Counsel, 
Bureau  of  Aeronautics,  Department  of  the  Navy  of 
the  Judgment  of  Infringement  entered  by  the 
United  States  District  Court  in  the  above  entitled 
action  and  requested  a  reaffirmation  of  said  author- 
ization and  consent  to  the  purchase  by  Douglas  Air- 
craft Company,  Inc.  of  linear  motion  potentio- 
meters from  Edcliffi  Instruments  and  from  Bendix 
Aviation  Corporation. 

Affiant  received  a  written  communication  in  re- 
sponse to  said  request  from  J.  H.  Church,  Assist- 
ant General  Counsel,  Office  of  Chief  of  Ordnance, 
Department  of  the  Army,  dated  November  16,  1954, 
which  reaffirmed  said  authorization  and  consent  and 
which  stated  in  addition  that: 

"Under  the  Act  of  June  25,  1948  (28  U.S.  Code 
1498,  as  amended)  any  suit  for  infringement  of  a 
patent  by  a  contractor  or  by  any  subcontractor  in 
the  performance  of  a  Government  contract  must  be 
brought  against  the  Government  in  the  Court  of 
Claims  and  not  against  the  contractor  if  the  Gov- 
ernment has  given  its  authorization  or  consent  to 
the  manufacture  or  use  of  the  patented  invention." 

On  November  17,  1954,  affiant  received  a  written 
communication  in  response  to  said  request,  from 
F.  J.   Schmitt,  Patent  Counsel,  Bureau  of  Aero- 
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nautics,  Department  of  the  Navy,  which  reaffirmed 
said  authorization  and  consent. 

/s/  J.  E.  COATES 

Subscribed  and  sworn  to  before  me  this  17th  day 
of  November,  1954. 

[Seal]  CLARA  J.  KESLER, 

Notary  Public  in  and  for  said 
County  and  State 

AFFIDAVIT  OF  LEONARD  COMEGYS 

State  of  California, 
Coimty  of  Los  Angeles — ss. 

Leonard  Comegys,  being  first  duly  sworn  deposes 
and  says: 

That  he  is  Divisional  Counsel  for  Bendix  Avia- 
tion Corporation,  Pacific  Division,  Plant  No.  1  at 
North  Hollywood,  California,  and  that  in  the  nor- 
mal and  ordinary  course  of  his  duties  he  has  be- 
come familiar  with  and  knows  the  contents  of  the 
records  and  files  of  that  corporation  relating  to  the 
purchase  by  it  of  potentiometers  from  Edcliff  In- 
struments. Said  files  reveal  that  all  past,  present 
and  future  purchases  of  potentiometers  from  Ed- 
cliff  Instrmnents  by  Bendix  Aviation  Corporation, 
Pacific  Division,  have  been  and  will  be  purchased 
by  said  corporation  in  its  capacity  as  subcontractor 
to  Douglas  Aircraft  Company,  Inc.  and  under  and 
pursuant  to  United  States  Government  contracts. 
Said  files  further  reveal  that  all  of  said  poten- 
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tiometers  have  been  or  will  be  delivered  to  Douglas 
Aircraft  Company,  Inc.  for  ultimate  delivery  to  the 
United  States  Government  or  for  incorporation  into 
devices  manufactured  for  the  United  States  Gov- 
ernment and  used  by  Douglas  Aircraft  Company, 
Inc.  for  research  and  development  purposes  di- 
rectly in  connection  with  United  States  Govern- 
ment classified  projects. 

/s/  LEOXARD  CO:^IEGYS 

Subscribed  and  sworn  to  before  me  this  17th  day 
of  November,  1954. 

[Seal]  ELEXORE  E.  RICHARDSON, 

Xotaiy  Public  in  and  for  said 
County  and  State 

AFFIDAVIT  OF  ANTON  TOY,  JR. 

State  of  California, 
County  of — ss. 

Anton  Toy.  Jr..  being  first  duly  sworn  deposes 
and  says: 

That  he  is  Legal  Staff  Assistant  in  the  Material 
Department,  Convair.  Division  of  General  Dyna- 
mics Corporation  (Pomona),  and  that  he  knows  of 
his  own  knowledge  the  truth  of  the  following  state- 
ment? set  forth  below: 

1.  Convair.  A  Division  of  General  Dynamics 
Corporation  f Pomona)  operates  the  United  States- 
owned  Naval  Reserve   Ordnance  Plant  in  the  re- 
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search,  development,   and  production  of  classified 
missiles  for  the  United  States. 

2.  That  Convair  is  the  prime  contractor  under 
United  States  contract  NOrd  11297  and  is  produc- 
ing classified  missiles  for  the  United  States  under 
said  contract. 

3.  That  potentiometers  are  being  purchased  by 
Convair  from  Edcliff  Instruments  and  said  po- 
tentiometers are  being  used  in  the  manufacture  of 
said  missiles  and  are  vital  components  thereof. 

4.  That  at  this  time  no  other  potentiometer  ex- 
cept those  purchased  from  Edcliff  Instruments  has 
been  approved  to  meet  the  technical  requirements 
of  these  instruments  although  other  sources  have 
been  and  are  being  sought. 

5.  That  no  other  potentiometer  except  those 
purchased  from  Edcliff  Instruments  could  reason- 
ably be  expected  to  be  produced,  tested,  and  manu- 
factured in  quantities  required  for  Convair  missile 
production  in  less  than  several  months  from  this 
date. 

6.  That  in  the  event  Edcliff  Instruments  is  pre- 
vented from  manufacturing  and/or  selling  said 
potentiometers,  the  production  of  missiles  by  Con- 
vair would  be  severely  curtailed  or  entirely  inter- 
rupted for  at  least  several  months,  thereby  making 
it  impossible  to  deliver  missiles  to  the  United  States 
as  required  under  present  commitments,  and  there- 
fore it  is  most  urgent  that  Edcliff  Instruments  con- 
tinue to  supply  said  potentiometers  to  Convair. 

/s/  ANTON  TOY,  JE. 
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Subscribed  and  sworn  to  before  me  this  17th  day 
of  November,  1954. 

[Seal]  MAEGAEET  D.  DALEY, 

Notary  Public  in  and  for  said 
County  and  State 

AFFIDAVIT  OF  EDMUND  W.  PITZER 

State  of  California, 
Coimty  of  Los  Angeles — ss. 

Edmimd  TT.  Pitzer,  being  first  duly  sworn  de- 
poses and  says: 

That  he  is  Vice  President  of  Edcliff  Instrmnents, 
a  corporation,  and  that  he  knows  of  his  own  knowl- 
edge the  truth  of  the  following  statements  set  forth 
below: 

1.  As  of  November  10,  1954,  the  gross  sales  price 
of  all  unfilled  purchase  orders  in  the  files  of  Edcliff 
Instriunents  for  linear  motion  potentiometers  was 
$129,819.12.  No  additional  purchase  orders  for 
linear  motion  potentiometers  have  been  received 
since  said  date. 

2.  Unfilled  purchase  orders  in  the  files  of  Edcliff 
Instrmnents  on  said  date  from  Convair,  Douglas 
Aircraft  Company,  Inc.  and  Bendix  Aviation  Cor- 
poration issued  imder  and  pursuant  to  United 
States  Government  contracts  call  for  the  delivery  of 
linear  motion  potentiometers  having  a  gross  sales 
price  of  $124,319.12. 

3.  Unfilled  purchase  orders  in  the  files  of  Edcliff 
Instrmnents  on  said  date  from  purchasers  for  po- 
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tentiometers  presmnably  to  be  devoted  to  civilian 
use  and  not  known  to  be  related  to  United  States 
Government  contracts  call  for  the  delivery  of  linear 
motion  potentiometers  having  a  gross  sales  price  of 
$5,500.00. 

4.  Edcliff  Instruments,  durinp^  the  pendency  of 
the  appeal  herein,  will  not  manufacture,  sell  or  de- 
liver any  linear  motion  potentiometers  held  by  the 
trial  court  to  infringe  appellee^s  patent,  under  any 
purchase  orders  received  on  and  after  the  date 
hereof,  excepting  only  those  sold  and  delivered  to 
agencies  of  the  United  States  Government  under 
and  pursuant  to  United  States  Government  con- 
tracts. 

/s/  EDMUND  W.  PITZER 

Subscribed  and  sworn  to  before  me  this  18th  day 
of  November,  1954. 

[Seal]  FRANCES  G.  ZIEBACH, 

Notary  Public  in  and  for  said 
County  and  State 

[Endorsed] :  Filed  November  19,  1954.  Paul  P. 
O'Brien,  Clerk. 
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[Title  of  U.  S.  Court  of  Appeals  and  Cause.] 

APPLICATION  FOR  PERMISSION  TO  FILE 
TYPEWRITTEN  BRIEF  AMICUS  CURIAE 
BY  THE  UNITED  STATES  OF  AMERICA 
IN  SUPPORT  OF  MOTION  OF  APPEL- 
LANTS TO  SUSPEND  INJUNCTION  PEND- 
ING APPEAL;  AFFIDAVIT 

Comes  Now  the  United  States  of  America  by  and 
through  its  attorneys,  Laughlin  E.  Waters,  United 
States  Attorney,  Max  F.  Deutz  and  Richard  M. 
Darby,  Assistant  United  States  Attorneys,  and 
herewith  apply  for  permission  to  file  a  typewritten 
brief  amicus  curiae  in  the  above-entitled  appeal  in 
support  of  Motion  of  Appellants  to  Suspend  In- 
junction Pending  Determination  on  Appeal  under 
the  provisions  of  Rule  18-9 (c)  of  the  Rules  of  the 
United  States  Court  of  Appeals  for  the  Ninth  Cir- 
cuit, on  the  questions  relating  to  the  interest  of  the 
Government  in  the  continued  supply  of  devices  held 
by  the  court  below  to  infringe  appellee's  patent  and 
in  the  construction  and  application  of  Section  1498 
of  Title  28,  United  States  Code. 

Said  application  is  based  upon  the  affidavit  of 
Richard  M.  Darby,  Assistant  United  States  Attor- 
ney, attached  hereto,  and  upon  the  grounds  therein 
stated. 

Respectfully  submitted, 

LAUGHLIN  E.  WATERS, 

United  States  Attorney 


i 
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MAX  F.  DEUTZ, 

Assistant  U.  S.  Attorney,  Chief, 

Civil  Division 
/s/  RICHARD  M.  DARBY, 

Assistant  U.  S.  Attorney 
Attorneys  for  the  United  States  of 

America 

AFFIDAVIT 

United  States  of  America, 
Southern  District  of  California — ss. 

Richard  M.  Darby,  being  duly  sv7orn  deposes  and 
says: 

That  he  is  an  Assistant  United  States  Attorney 
for  the  Southern  District  of  California;  Los  An- 
geles, California;  and  makes  this  affidavit  on  behalf 
of  the  application  of  the  United  States  of  America, 
for  permission  to  file  a  Brief  Amicus  Curiae  in  the 
above-entitled  matter  on  the  questions  relating  to 
the  continued  supply  of  devices  held  by  the  Court 
below  to  infringe  appellee's  patent  and  the  inter- 
pretation and  construction  of  Section  1498  of  Title 
28,  United  States  Code. 

The  action  in  the  District  Court  was  a  patent  in- 
fringement case  brought  by  appellee  against  ap- 
pellant. 

That  both  appellant  and  appellee  are  suppliers  to 
contractors  and  subcontractors  to  the  United  States 
of  America  of  certain  devices  described  as  potentio- 
meters. That  the  United  States  had  authorized  and 
consented  to  the  purchase  by  its  contractors  and 
subcontractors  from  appellants  herein  of  devices 
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held  by  the  Court  below  to  infringe  the  appellee's 
patent.  That  the  national  interest  of  the  United 
States  required  that  appellants  continue  to  be  per- 
mitted to  supply  said  devices  to  the  United  States, 
its  contractors  and  subcontractors. 

That  the  functions  of  the  United  States  are  there- 
fore affected  by  any  matters  relating  to  the  issuance 
of  an  injimction  by  the  Court  below  and  therefore 
has  a  real  interest  in  presenting  to  this  Court  a 
Brief  Amicus  Curiae  on  any  questions  relating  to 
interest  of  the  Government  in  the  continued  supply 
of  devices  held  by  the  Court  below  to  infringe  on 
the  appellee's  patent  in  the  construction  and  ap- 
plication of  Section  1498  of  Title  28,  United  States 
Code. 

That  the  United  States  Attorney  for  the  South- 
ern District  of  California  was  not  advised  of  the 
status  of  the  action  in  the  Court  below  until  No- 
vember 17,  1954,  and  therefore  made  no  appearance 
in  the  Court  below. 

/s/  RICHARD  M.  DARBY 

Subscribed  and  sworn  to  before  me  this  26th  day 
of  November,  1954. 

[Seal]  EDMUND  L.  SMITH,  Clerk 

United  States  District  Court,  Southern  District  of 
California. 

By   L.  CUNLIFFE,  Deputy  Clerk 
Affidavit  of  Service  by  Mail  attached. 
[Endorsed] :   Filed  November  29,  1954.    Paul  P. 
O'Brien,  Clerk. 
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[Title  of  U.  S.  Court  of  Appeals  and  Cause.] 

BRIEF  AMICUS  CURIAE  OF  THE  UNITED 
STATES  OF  AMERICA  IN  SUPPORT  OF 
APPELLANTS'  MOTION  TO  SUSPEND  IN- 
JUNCTION PENDING  DETERMINATION 
OF  APPEAL 

Statement  of  Government  Interest 
The  clerk  of  the  court  below  has  issued  a  Writ  of 
Injunction  in  furtherance  of  the  trial  court's  inter- 
locutory judgment  of  valid  patent  and  patent  in- 
fringement, enjoining  appellants  from  selling  or  at- 
tempting to  sell  any  of  the  devices  held  by  the  court 
to  infringe  appellee's  patent.  Substantially  all  of 
the  past  and  contemplated  future  sales  of  the  in- 
fringing defaces  by  appellants  have  been  and  are 
to  the  United  States  and  to  its  contractors  or  sub- 
contractors with  the  authorization  and  consent  of 
the  United  States. 

Section  1498,  of  Title  28  of  the  United  States 
Code  provides  in  pertinent  part: 
"§  1498.  Patent  cases 

Whenever  an  invention  described  in  and  cov- 
ered by  a  patent  of  the  United  States  is  used 
.  or  manufactured  by  or  for  the  United  States 
without  license  of  the  owner  thereof  or  lawful 
right  to  use  or  manufacture  the  same,  the  own- 
er's remedy  shall  be  by  action  against  the 
United  States  in  the  Court  of  Claims  for  the 
recovery  of  his  reasonable  and  entire  com- 
pensation for  such  use  and  manufacture. 


470  Edclijf  Instruments,  et  al.,  vs. 

For  the  purposes  of  this  section,  the  use  or 
manufacture  of  an  invention  described  in  and 
covered  by  a  patent  of  the  United  States  by  a 
contractor,  a  subcontractor,  or  any  person,  firm, 
or  corporation  for  the  Government  and  with 
the  authorization  or  consent  of  the  Govern- 
ment, shall  be  construed  as  use  or  manufacture 

for  the  United  States." 
*  *  *  *  * 

It  is  the  contention  of  the  Government  that  said 
section  prohibits  the  District  Court  from  granting 
appellee  any  relief  whatever,  either  by  injunction 
or  otherwise  with  respect  to  such  sales.  Unless  the 
injunction  is  suspended  pending  the  appeal  herein 
the  whole  purpose  of  Section  1498  to  assure  the 
Government  of  an  uninterrupted  supply  of  vital 
materials  would  be  defeated. 

In  order  to  forestall  the  imminent  possibility  of 
service  of  the  Writ  of  Injunction  issued  on  the 
court  below  and  the  grave  danger  that  would  result 
to  the  national  interest  should  there  be  an  interrup- 
tion in  the  supply  of  the  infringing  device  now 
being  supplied  by  the  appellants,  the  United  States 
Attorney  for  the  Southern  District  of  California 
has  been  instructed  by  the  Attorney  General  of  the 
United  States  to  appear  in  this  court  as  amicus 
curiae  in  Support  of  Appellant's  Motion  to  Suspend 
Injunction  Pending  Determination  of  the  Appeal. 

Argument 
Appellants   and  appellee  manufacture  a   device 
known  as  a  linear  motion  potentiometer.  Substanti- 
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ally  all  of  said  devices  produced  by  appellants  are 
sold  either  to  the  Government  directly  or  to  its 
contractors  and  subcontractors.  The  potentiometers 
are  a  vital  component  of  guided  missiles  produced 
as  a  part  of  the  defense  program. 

The  trial  court  found  that  appellants^  device  in- 
fringed upon  appellee's  United  States  Patent  No. 
2,515,981.  An  interlocutory  judgment  has  been  is- 
sued, restraining  appellants  from  "using,  or  causing 
to  be  used,  or  offering,  or  threatening  to  use,  or 
selling  or  offering  for  sale,  or  threatening  to  soil 
or  contribute  to  the  use  of  the  combination  patented 
in  and  by  said  Letters  Patent  No.  2,515,981." 

In  the  event  of  an  interruption  in  the  supply  of 
potentiometers  by  appellants,  there  will  be  a  delay 
in  the  defense  program  of  the  Government. 

Section  1498  of  Title  28,  United  States  Code  is 
clear.  It  provides  that  the  patentee's  sole  remedy 
for  an  alleged  infringement  of  his  patent  arising 
out  of  the  manufacture  and  sale  of  a  device  to  the 
United  States  or  to  a  contractor  or  subcontractor 
thereof  shall  be  by  an  action  against  the  United 
States  in  the  Court  of  Claims.  The  courts  have 
uniformly  and  without  deviation  held  this  remedy 
to  be  exclusive. 

Accordingly,  in  order  to  insure  the  uninterrupted 
supply  of  vital  components  in  the  national  interest, 
and  in  light  of  the  obvious  and  adequate  legal 
remedy  of  appellees  under  the  provisions  of  Section 
1498,  Title  28,  of  the  United  States  Code,  it  is  sub- 
mitted that  the  injimction  issued  by  the  court  below 
insofar  as  it  applied  to  devices  used  or  manufac- 
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tured  by  or  for  the  United  States,  its  contractors, 
subcontractors,  or  any  person,  firm  or  corporation 
for  the  Government  and  with  the  authorization  or 
consent  of  the  Government  should  be  suspended  on 
the  instant  motion  of  appellants  pending  deter- 
mination of  their  appeal  herein. 

Respectfully  submitted, 

LAUGHLIN  E.  WATERS, 

United  States  Attorney 
MAX  P.  DEUTZ, 
Assistant  U.  S.  Attorney,  Chief, 
Civil  Division 
/s/  RICHARD  M.  DARBY, 

Assistant  U.  S.  Attorney 
Amicus  Curiae 

Affidavit  of  Service  by  Mail  attached. 

[Endorsed] :   Filed  November  29,  1954.   Paul  P. 

O'Brien,  Clerk. 
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ORDER 

Motion  for  an  Order  to  Suspend  Injunction 
Pending  Determination  of  Appeal 

Before:  Stephens,  and  Chambers,  Circuit  Judges, 
and  McLaughlin,  District  Judge. 

On  the  29th  day  of  November,   1954,  plaintiff- 
appellee's  motion  to  this  court  for  order  to  suspend 
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injunction  pending   determination   of   appeal   was 
submitted  to  this  court  for  decision; 

And,  this  court  now  being  fully  advised,  hereby 
denies  the  motion  without  prejudice  for  the  reason 
that  the  record  does  not  reveal  that  an  injunotion 
has  issued  or  is  about  to  issue  in  or  out  of  the  above 
entitled  action. 

/s/  ALBERT  LEE  STEPHENS, 
/s/  RICHARD  H.  CHAMBERS, 
United  States  Circuit  Judges 

/s/  J.  FRANK  McLaughlin, 

United  States  District  Judge 

[Endorsed]:  Filed  December  3,  1954.  Paul  P. 
O'Brien,  Clerk. 


[Title  of  U.  S.  Court  of  Appeals  and  Cause.] 

STATEMENT  OF  POINTS  UPON  WHICH 
APPELLANTS  INTEND  TO  RELY 

Appellants  Edmund  TV.  Pitzer,  Clifford  Dillon 
and  Edcliff  Instruments  intend  to  rely  upon  the 
following  Points  in  support  of  their  appeal  from 
the  judgment  of  the  United  States  District  Court 
below : 

1.  The  District  Court  erred  in  denying  the  Mo- 
tion of  defendants  and  appellants  for  a  Partial 
Summary  Judgment  and  for  an  Order  of  Direction 
as  to  further  proceedings. 

2.  The  District  Court  erred  in  findins:  and  ad- 
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judging  that  United  States  Patent  No.  2,515,981  is 
valid. 

3.  The  District  Court  erred  in  finding  and  ad- 
judging that  United  States  Patent  No.  2,515,981  is 
infringed  by  the  Model  D-1,  Model  A-1,  Model  B-1, 
Model  XP,  Model  L,  Model  E-1  or  Model  F-1 
potentiometers  manufactured  by  defendants  and 
appellants,  or  by  any  of  said  models. 

4.  The  District  Court  erred  in  refusing  to  find 
and  adjudge  that  the  Model  B-11  potentiometer 
manufactured  by  defendants  and  appellants  does 
not  infringe  United  States  Patent  No.  2,515,981. 

5.  The  District  Court  erred  in  refusing  to  find 
and  adjudge  that  the  Model  B-12  potentiometer 
manufactured  by  defendants  and  appellants  does 
not  infringe  United  States  Patent  No.  2,515,981. 

6.  The  District  Court  erred  in  finding  and  ad- 
judging that  the  Fourth  Counterclaim  of  defend- 
ants and  appellants  for  a  declaratory  judgment 
with  respect  to  the  validity  and  infringement  of 
United  States  Letters  Patent  No.  2,515,981  be  dis- 
missed. 

7.  The  District  Court  had  no  jurisdiction  to  en- 
join the  sale  by  defendants  and  appellants  of  po- 
tentiometers to  the  United  States  or  to  its  contrac- 
tors or  subcontractors  within  the  meaning  of  Sec- 
tion 1498  of  Title  28  of  the  United  States  Code,  and 
the  District  Court  erred  in  refusing  to  exclude  such 
sales  from  the  portion  of  the  Interlocutory  Judg- 
ment providing  that  plaintiff  and  appellee  was  en- 
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titled  to  injunctive  relief  and  in  ruling  that 
evidence  of  sales  by  defendants  and  appellants  of 
potentiometers  to  the  United  States,  its  contractors 
or  subcontractors  within  the  meaning  of  Section 
1498  of  Title  28  of  the  United  States  Code,  was 
not  material  and  would  not  be  considered  by  the 
said  District  Court  in  advance  of  a  hearing  before 
the  Master  on  the  issue  of  damages  resulting  from 
the  claimed  infringement  of  United  States  Letters 
Patent  No.  2,515,981. 

8.  The  District  Court  erred  in  awarding  a 
Judgment  to  plaintiff  and  appellee  for  his  taxable 

costs. 

9.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  X  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

10.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  XI  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

11.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  XII  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

12.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  XIII  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

13.  The  District  Court  erred  in  making  its  Find- 
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ing  of  Fact  XIV  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

14.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  XV  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

15.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  XVI  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

16.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  XVII  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

17.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  XVIII  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

18.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  XIX  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

19.  The  District  Court  erred  in  making  its  Find- 
ing of  Fact  XX  in  that  said  Finding  of  Fact  is 
clearly  erroneous  and  is  not  supported  by  the  evi- 
dence. 

The  findings  of  fact  referred  to  in  the  foregoing 


Marian  E.  Bourns  477 

items  9  to  19,  inclusive,  are  set  forth  at  pages  164 
to  165  of  the  Certified  Record  on  Appeal. 

Dated:  December  3,  1954. 

GIBSON,  DUNN  &  CRUTCHER, 
/s/  By    SAMUEL  O.  PRUITT,  JR., 

Attorneys  for  Defendants  and  Appellants,  Edcliff 
Instruments,  Edmund  W.  Pitzer,  and  Clifford 
Dillon. 

[Endorsed]:    Filed  December  6,  1954.    Paul  P. 
O'Brien,  Clerk. 
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No.  14579 


United  States 

COURT  OF  APPEALS 

for  the  Ninth  Circuit 


E.  J.  MURRAY, 

Petitioner, 


V. 


COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 


PETITIONER'S  BRIEF 


Petition  to  Review  a  Decision  of  the  Tax  Court 
at  the  United  States 


JURISDICTIONAL  STATEMENT 

The  jurisdiction  of  the  Tax  Court  of  the  United 
States  to  entertain  the  petition  herein  is  based  upon 
Section  272  of  the  Internal  Revenue  Code  of  1939.  as 
amended  (now  Section  6213  of  the  Internal  Revenue 
Code  of  1954).  This  court's  jurisdiction  to  review  the 
Tax  Court's  decision  is  founded  upon  Section  1141(a) 
of  the  Internal  Revenue  Code  of  1939,  as  amended  (now 
Section  7482   of  the   Internal  Revenue  Code  of   1954). 


Petitioner  is  a  resident  of  Oregon  and  filed  his  federal 
tax  return  for  the  calendar  year  1947  with  the  Collector 
of  Internal  Revenue  at  Portland  (R.  80). 

The  opinion  of  the  Tax  Court  (Arundell,  J.)  is  re- 
ported at  21  T.C.  (No.  6)  p.  1049  and  is  contained  in 
the  Transcript  of  Record  (R.  51-77). 

STATEMENT  OF  THE  CASE 

This  case  involved  petitioner's  income  tax  for  the 
calendar  years  1946  and  1947  for  which  deficiencies 
were  determined  by  the  respondent  in  the  respective 
amounts  of  $1,967.95  and  $36,656.04.  After  petitioner 
had  filed  his  petition  with  the  Tax  Court,  the  tax  for 
the  year  1946  was  settled  by  stipulation. 

With  respect  to  the  year  1947,  the  Tax  Court  held 
adversely  to  the  petitioner  by  sustaining  the  Commis- 
sioner's determination  that  petitioner  had  realized  ordi- 
nary income  in  the  amount  of  $57,512.64  in  that  year  as 
the  result  of  a  final  accounting  which  followed  a  deci- 
sion by  the  Oregon  Supreme  Court  in  1942  determining 
petitioner's  interest  in  a  building  known  as  the  "Mur- 
ray Building,"  Klamath  Falls,  Oregon  (R.  64). 

The  Tax  Court  found  in  petitioner's  favor  on  several 
collateral  questions  involving  deductions  in  1947  for 
taxes,  interest,  depreciation  and  attorney's  fees  (R.  65, 
74-77),  so  that  the  redetermined  deficiency  for  the  year 
1947  was  found  to  be  $32,332.37  (R.  79). 

Petitioner  asks  for  review  by  this  court  of  the  Tax 
Court's  decision  only  in  so  far  as  it  determined  a  de- 


ficiency  in  petitioner's  tax  for  the  calendar  year  1947  in 
the  amount  of  $32,332.37  (R.  80).  The  correctness  of 
this  determination  depends  upon  two  alternative  propo- 
sitions: (1)  whether  petitioner  realized  any  taxable  in- 
come by  reason  of  the  Murray  v.  Wiley  litigation;  or 
(2)  even  if  taxable  income  did  accrue  to  petitioner 
therefrom,  whether  it  was  all  taxable  to  petitioner  in 
the  year  1947. 

The  case  was  tried  upon  a  comprehensive  stipulation 
of  facts  (R.  31-51)  adopted  by  the  Tax  Court  (R.  53- 
64)  and  summarized  below  for  the  convenience  of  the 
court. 


STIPULATED  FACTS 

With  respect  to  the  questions  for  decision  by  this 
Court,  the  parties  stipulated: 

1.  In  the  year  1928,  petitioner  and  his  wife,  Rebecca 
J.  Murray,  purchased  as  tenants  by  the  entirety  certain 
unimproved  real  estate  situated  in  Klamath  Falls,  Ore- 
gon. Thereafter,  to  partially  finance  the  construction  of 
a  building  on  said  real  property  (the  property  and  its 
improvements  being  hereinafter  referred  to  as  the  "Mur- 
ray Building"),  petitioner  and  his  wife  borrowed  moneys 
from  Pacific  Savings  and  Loan  Association,  Tacoma, 
Washington.  On  August  20,  1932,  the  property  was  sub- 
ject to  a  first  mortgage  in  favor  of  the  Pacific  Savings 
and  Loan  Association  in  the  principal  amount  of  $64,- 
000.00,  on  which  there  was  a  balance  due  of  approxi- 
mately $57,000.00  (R.  32). 


2.  On  August  20,  1932,  petitioner  and  his  said  wife, 
being  then  the  owners  of  the  Murray  Building,  conveyed 
the  Murray  Building  to  the  Conger  Corporation,  an 
Oregon  corporation,  by  deed  warranting  against  all  en- 
cumbrances except  "existing  mortgage,  liens  and  taxes." 
The  Conger  Corporation  was  organized  on  August  5, 
1932,  the  sole  stockholders  being  W.  A.  Wiley,  G.  Q. 
D'Albini  and  Marie  D'Albini,  wife  of  G.  Q.  D'Albini. 
Wiley  and  D'Albini  were  petitioner's  attorneys  and  pe- 
titioner was  indebted  to  them  for  professional  services 
theretofore  rendered.  The  transaction  was  handled  in 
the  following  manner:  Wiley  and  D'Albini  borrowed 
$5,000.00  from  a  bank  and  deposited  it  to  the  credit  of 
the  Conger  Corporation  in  purported  payment  for  its 
stock.  The  Conger  Corporation  then  issued  its  check 
for  $5,000.00  to  petitioner  as  purported  consideration 
for  the  deed  of  the  property  to  the  corporation,  where- 
upon petitioner  returned  the  money  to  the  lending  bank 
in  liquidation  of  the  bank's  loan  to  Wiley  and  D'Albini, 
whose  notes  were  returned  to  them.  Petitioner  also 
paid  a  $10.00  charge  for  the  use  of  the  money  (R.  33). 

3.  In  May  of  1934,  the  Pacific  Savings  and  Loan 
Association  brought  suit  to  foreclose  its  first  mortgage 
on  the  Murray  Building  and  on  March  23,  1935,  the 
property  was  sold  pursuant  to  a  decree  of  foreclosure  for 
the  unpaid  balance  of  $56,984.78,  the  mortgagee  being 
the  purchaser.  On  March  21,  1936,  the  Conger  Cor- 
poration, which  appeared  as  the  record  owner  of  the 
Murray  Building,  gave  notice  of  intention  to  redeem 
the  property.  On  March  23,  1936,  which  was  the  last 
day   of   the    statutory   redemption    period,    the    Conger 
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Corporation  assigned  the  right  of  redemption  and  de- 
livered a  bargain  and  sale  deed  to  the  Murray  Building 
to  Mary  L.  Moore,  Merle  S.  West,  Charles  J.  Martin 
and  Thomas  B.  Watters,  hereinafter  referred  to  as  the 
"Watters  Group."  The  same  day  the  Watters  Group 
exercised  their  purported  right  of  redemption  by  re- 
deeming the  property.  They  paid  to  the  Sheriff  of  Klam- 
ath County  the  sum  of  $63,711.60,  entered  into  pos- 
session thereof,  and  thereafter  claimed  to  be  the  owners 
in  fee  of  the  property,  free  from  any  claim  of  the  peti- 
tioner (R.  33-34). 

4.  At  the  time  of  the  conveyance  of  the  Murray 
Building  to  the  Watters  Group,  the  property  was  sub- 
ject to  liens  for  federal  income  taxes  assessed  against 
petitioner  and  Rebecca  J.  Murray.  In  November  of 
1936,  the  Watters  Group  informed  the  Deputy  Collec- 
tor in  charge  of  collection  of  such  taxes  that  the  Collec- 
tor should  go  ahead  and  sell  the  property  and  that  the 
Watters  Group  would  buy  it  at  such  sale,  thereby  bet- 
ter perfecting  their  title.  In  April,  1937,  the  United 
States  Collector  of  Internal  Revenue,  Portland,  Oregon, 
proceeded  to  sell  the  Murray  Building  to  collect  such 
tax,  and  it  was  bid  in  by  the  Watters  Group  for  $16,- 
500.00.  The  tax  liens  so  satisfied  amounted  to  $3,148.60 
and  the  expenses  of  sale  were  $4.35  (R.  34-35). 

5.  On  March  22,  1938,  petitioner  and  his  wife,  Re- 
becca J.  Murray,  filed  suit  in  the  Circuit  Court  of  Ore- 
gon for  the  County  of  Klamath  entitled  "E.  J.  Murray 
and  Rebecca  J.  Murray,  Plaintiffs,  v.  W.  E.  Wiley,  G. 
Q.  D'Albini,  Marie  N.  D'Albini,  Mary  L.  Moore.  Merle 


S.  West,  Emma  West,  Charles  J.  Martin,  Lynna  Mar- 
tin, Thomas  B.  Watters,  Evelyn  Watters,  and  J.  W. 
Maloney  as  Collector  of  Internal  Revenue  for  the 
United  States  of  America,  Defendants,"  wherein  it  was 
prayed  that  the  court  (a)  decree  that  the  plaintiffs  were 
the  beneficial  owners  of  all  right,  title  and  interest  in 
and  to  the  Murray  Building,  (b)  decree  that  the  defend- 
ants, other  than  J.  W.  Maloney,  were  trustees  holding 
the  premises  for  the  sole  and  exclusive  benefit  of  the 
plaintiffs,  (c)  direct  the  defendants  as  trustees  to  convey 
the  property  to  plaintiffs,  and  (d)  require  the  defend- 
ants to  render  an  accounting  with  respect  to  the  opera- 
tion by  them  of  the  Murray  Building.  On  motion  of  de- 
fendant J.  W.  Maloney  the  cause  was  dismissed  as  to 
him  for  lack  of  jurisdiction.  Rebecca  J.  Murray  died 
on  August  8,  1938,  prior  to  any  hearing,  and  petitioner 
thereafter  succeeded  to  her  right,  title  and  interest  in 
the  Murray  Building  as  surviving  tenant  by  the  en- 
tirety. On  December  18,  1940,  the  Circuit  Court  of 
Oregon  for  the  County  of  Klamath,  by  written  opinion, 
held  for  defendants,  whereupon  petitioner  took  an  ap- 
peal to  the  Supreme  Court  of  Oregon  (R.  35-36). 

6.  On  June  30,  1942,  the  Supreme  Court  of  Oregon 
in  Murray  v.  Wiley,  et  al,  169  Or.  381,  127  P.  (2d)  112, 
reversed  the  lower  court  and  held  : 

(a)  That  petitioner's  conveyance  of  the  Murray 
Building  to  the  Conger  Corporation  was  made  to  secure 
his  indebtedness  to  his  attorneys,  Wiley  and  D'Albini, 
and  that  the  Conger  Corporation  was  the  alter  ego  of 
Wiley  and  D'Albini,  who  were  in  the  position  of  second 
mortgagees. 


(b)  The  Conger  Corporation  held  the  property  as  a 
mortgagee  in  possession  and  its  purported  assignment  of 
the  statutory  right  of  redemption  affected  property  be- 
longing to  the  petitioner  and  not  to  Wiley  and  D'Albini. 

(c)  The  Watters  Group,  which  received  a  convey- 
ance from  the  Conger  Corporation  together  with  an  as- 
signment of  the  right  of  redemption,  were  the  assignees 
of  rights  which  in  equity  belonged  to  the  petitioner  and 
upon  exercising  the  statutory  right  of  redemption  be- 
came mortgagees  in  possession,  having  the  right  to  fore- 
close against  petitioner,  but  being  subject  to  his  right  to 
redeem  upon  payment  of  the  sums  found  to  be  due 
them, 

(d)  The  Watters  Group  had  information  as  to  the 
petitioner's  rights  in  the  property,  or  at  least  informa- 
tion sufficient  to  put  them  upon  reasonable  inquiry  as 
to  petitioner's  rights  in  the  property,  and  were  not  bona 
fide  purchasers  for  value  without  notice. 

(e)  The  petitioner  was  the  beneficial  owner  of  the 
property  subject  to  the  liens  of  the  various  defendants 
who  were  mortgagees  in  possession. 

(f)  The  case  must  be  remanded  to  the  Circuit  Court 
for  an  accounting  appropriate  to  the  situation.  In  such 
accounting  the  defendants  would  be  entitled  to 

(1)  Credit  of  $63,711.60  paid  in  redeeming  the 
property,  plus  interest  at  6  per  cent  per  annum 
from  the  date  of  payment. 

(2)  Credit  of  the  amount  of  the  federal  tax  lien 
against  the  property  with  interest  at  6  per  cent  per 


annum,  and  to  receive  from  the  Collector  the  bal- 
ance of  funds  in  his  hands  over  the  amount  needed 
to  satisfy  such  lien. 

(3)  Reasonable  fees  for  the  legal  services  per- 
formed by  Wiley  and  D'Albini  prior  to  and  owing 
on  August  20,  1932,  less  offsets  for  certain  cash 
realized  by  Wiley  and  D'Albini  on  their  sale  to  the 
Watters  Group.  Defendants  Wiley  and  D'Albini  are 
entitled  to  a  lien  subsequent  to  that  of  the  Watters 
Group  for  any  excess  of  the  attorneys'  fees  remain- 
ing unpaid  after  crediting  such  cash  offsets. 

(4)  Upon  full  accounting  being  had,  covering 
the  matters  indicated  and  all  dealings  by  the  Wat- 
ters Group  as  mortgagees  in  possession,  a  decree 
should  be  entered  fixing  the  amount,  if  any,  in 
which  the  Murray  Building  is  subject  to  a  lien  in 
favor  of  the  Watters  Group  and  also  fixing  the 
amount,  if  any,  in  which  the  Murray  Building  is 
subject  to  a  subsequent  lien  in  favor  of  Wiley  and 
D'Albini  for  attorneys'  fees. 

(5)  The  decree  should  provide  that  upon  pay- 
ment to  the  Watters  Group  and  Wiley  and  D'Albini 
of  the  amounts  of  their  respective  liens,  the  defend- 
ants be  directed  to  reconvey  the  property  to  peti- 
tioner, and  in  default  of  such  reconveyance  the  de- 
cree stand  in  lieu  thereof. 

(6)  The  decree  should  also  provide  that  if  the 
respective  sums  are  not  paid  the  petitioner  be  fore- 
closed by  sale,  subject  to  redemption  as  in  other 
mortgage  foreclosures,  the  proceeds  to  be  applied 


first  to  the  usual  costs,  thereafter  to  the  extin^^uish- 
ment  of  the  Hen  of  the  Watters  Group,  and  there- 
after to  the  extinguishment  of  the  judgment  and 
lien  of  Wiley  and  D'Albini,  if  any  (R.  36-38). 

7.  Thereafter,  the  defendants  petitioned  the  Su- 
preme Court  of  Oregon  for  rehearing  and  on  September 
29,  1942,  that  court  denied  the  petition  by  written  opin- 
ion in  Murray  v.  Wiley,  et  al,  169  Or.  418,  129  P.  (2d) 
66,  in  which  the  court  held: 

(a)  That  matters  relating  to  defendants'  credits  for 
cost  of  management  and  repairs  to  the  Murray  Building 
should  be  determined  by  subsequent  accounting  and 
not  on  the  record  then  before  the  court. 

(b)  That  the  proceeding  before  the  court  was  a  suit 
by  a  mortgagor  to  redeem  and  not  by  a  mortgagee  to 
foreclose,  and  therefore  the  previous  opinion,  in  so  far 
as  it  related  to  foreclosure  of  petitioner  by  sale,  subject 
to  redemption,  would  be  modified  to  provide  that  unless 
petitioner  did  redeem  the  property  from  the  liens  the 
decree  of  the  Circuit  Court  should  determine  and  specify 
a  reasonable  time  within  which  petitioner  might  redeem 
from  both  liens,  or  be  forever  barred  (R.  38-39). 

8.  The  case  was  remanded  to  the  Circuit  Court  of 
Oregon  for  the  County  of  Klamath  and  hearing  upon 
the  disputed  issues  arising  from  the  accounting  of  de- 
fendant mortgagees  in  possession  was  had.  The  Circuit 
Court  held : 

(a)  Defendants  were  not  entitled  to  interest  at  10 
per  cent  on  $65,000  paid  to  redeem  but  were  entitled  to 
interest  at  6  per  cent. 


10 

(b)  Defendants  were  not  entitled  to  credit  of  $16,- 
500  paid  on  tax  foreclosure  sale  but  were  entitled  to 
$3,152.95,  the  amount  of  the  lien,  together  with  interest 
thereon  at  6  per  cent  per  annum. 

(c)  Defendants  were  not  entitled  to  credit  for  fees 
for  supervision  of  the  property. 

(d)  Defendants  were  not  entitled  to  a  credit  for 
premiums  paid  on  insurance  policies  on  the  Murray- 
Building  from  which  petitioner  received  no  benefit. 

(e)  Defendants  were  not  entitled  to  fees  paid  in  at- 
tempting to  get  a  refund  of  the  excess  paid  to  the  Col- 
lector of  Internal  Revenue  over  the  amount  of  the  lien 
against  the  property. 

(f)  Defendants  were  not  entitled  to  credit  for  ac- 
counting expenses  in  preparing  their  account  in  the  ac- 
tion. 

(g)  Petitioner  was  not  entitled  to  surcharge  defend- 
ant for  certain  alleged  mismanagem.ent  of  the  Murray 
Building. 

(h)  A  balance  was  found  due  on  the  accounting  of 
rents  and  profits  in  favor  of  defendants;  and  thereafter 
judgment  was  entered  against  petitioner  (R.  39-40). 

9.  Both  parties  appealed  said  decision  to  the  Su- 
preme Court  of  the  State  of  Oregon,  which  heard  argu- 
ment thereon  on  November  19,  1946,  and  by  written 
opinion  dated  January  14,  1947,  reported  as  Murray  v. 
Wiley,  et  al,  180  Or.  257,  176  P.  (2d)  243,  affirmed  the 
trial  court  on  all  issues  except  that  it  directed  that  the 
decree  be  modified  to  provide  that  defendants  have  a 
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lien  upon  the  mortgaged  property  in  the  amount  of  the 
ascertained  balance  but  that  the  personal  judgment 
against  petitioner  be  eliminated.  The  cause  was  re- 
manded to  the  trial  court  for  a  further  accounting  of 
the  rents  and  profits  as  to  the  period  subsequent  to  that 
covered  by  the  previous  accounting.  The  Circuit  Court 
was  again  directed  to  determine  upon  and  specify  a 
reasonable  time  within  which  petitioner  might  redeem 
from  the  lien  of  the  defendant's  mortgage  or  be  forever 
barred  by  the  dismissal  of  his  suit  (R.  40-41). 

10.  On  or  about  the  28th  day  of  February,  1947,  the 
defendants  served  upon  petitioner  an  accounting  of  the 
rents  and  profits  of  the  property.  The  first  page  of  said 
accounting  provided  the  following  recapitulation  (R. 
42): 

Statement  of  Account  February  28,  1947 

Redemption  Certificate  $  65,000.00 

Interest  on  $65,000  at  6%  from 
March  23,  1936,  to  February 
28,  1947  42,658.87         $107,658.87 


Collector  of  Internal  Revenue,  tax  lien  $     3,152.95 
Interest  on  $3,152.95  at  6% 
from  April  26,  1937,  to 
February  28,  1947  1,862.36  5,015.31 


Disbursements,  March  23,  1936. 

to  February  28,  1947  25,501.01 

Interest  at  6%  on  monthly 

balances  of  disbursements, 

March  23,  1936,  to 

February  28,  1947  8,273.31  33,774.32 
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Total  disbursements,  March  23, 

1936,  to  February  28,  1947  $146,448.50 

Receipts,  March  23,  1936,  to 

February  28,  1947  102,589.45 

Interest  at  6%  on  monthly  balances 

of  receipts,  March  23,  1936,  to 

February  28,  1947  33,218.74  135,808.19 


Balance  February  28,  1947  $  10,640.31 


11.  On  February  28,  1947,  petitioner  paid  to  the 
Clerk  of  the  Circuit  Court  of  the  State  of  Oregon  for 
the  County  of  Klamath  the  sum  of  $10,640.31,  and  there 
was  thereupon  entered  a  final  decree  declaring  that  peti- 
tioner had  satisfied  in  full  all  liens  upon  the  property 
and  was  thereby  entitled  to  have  the  legal  title  recon- 
veyed  to  him.  The  defendants  were  directed  to  recon- 
vey  to  him  within  10  days  or  have  the  reconveyance 
occur  through  operation  of  the  decree.  From  and  after 
February  28,  1947,  the  defendants  surrendered  posses- 
sion of  the  Murray  Building  and  the  rents  thereafter 
payable  to  petitioner  (R.  42-46). 

12.  Petitioner  did  not  file  income  tax  returns  for  any 
of  the  years  1937  to  1946,  inclusive,  prior  to  July  15, 
1947.  On  that  date  he  filed  returns  for  the  years  1937 
to  1946,  inclusive,  in  which  he  reported  business  incomes 
(consisting  of  rent  from  the  Murray  Building),  deduc- 
tions for  taxes,  repairs  and  depreciation,  and  net  business 
incomes  in  the  amounts  shown  by  the  following  tabu- 
lation : 
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And  Other 

Business 

Repairs 

Net 

Year 

Rent 

Taxes 

Expenses 

Depreciation 

Income 

1937 

$11,225.00 

$  2,055.78 

$    472.22 

$  2,347.62 

$  6,349.38 

1938 

9,350.00 

1,835.86 

222.68 

2,347.62 

4.943.84 

1939 

8,125.00 

1,941.18 

155.63 

2,347.62 

3.680.57 

1940 

8,771.40 

1,911.03 

733.88 

2,347.62 

3.778.87 

1941 

8,500.00 

1,817.13 

101.07 

2,347.62 

4,234.18 

1942 

8,100.00 

1,808.86 

1,182.04 

2,347.62 

2,761.48 

1943 

8,100.00 

1,763.72 

258.99 

2,347.62 

3.729.67 

1944 

9,450.00 

1,944.54 

165.71 

2,347.62 

4.992.13 

1945 

10,100.00 

2.250.41 

39.84 

2,347.62 

5.462.13 

1946 

11,109.32 
$92,830.72 

2,686.23 

94.62 

2,347.62 

5,980.85 

Total 

$20,014.74 

$3,426.68 

$23,476.20 

$45,913.10 

The  rentals  reported  by  petitioner  in  his  returns  for 
the  years  1937  to  1946,  inclusive,  as  summarized  in  the 
above  tabulation,  were  the  sums  which  were  used  in 
the  accounting  approved  by  the  court  and  the  deduc- 
tions for  taxes,  repairs  and  other  expenses  claimed  in 
such  returns  are  the  sums  included  in  said  accounting 
approved  by  the  court.  However,  through  inadvertence, 
only  $155.71  was  deducted  as  repairs  and  other  expenses 
in  the  1944  return  in  lieu  of  $165.71  (R.  46-47). 

13.  On  or  about  March  15,  1948,  petitioner  filed  his 
federal  income  tax  return  for  the  calendar  year  1947 
with  the  Collector  of  Internal  Revenue,  Portland,  Ore- 
gon, and  paid  the  amount  of  $9.41,  the  tax  shown  to  be 
due  thereon.  The  reported  business  income  thereon  con- 
sisted of  the  rentals  shown  for  the  months  of  January 
and  February,  1947,  in  the  accounting  and  the  rentals 
thereafter  received  by  petitioner  for  the  remainder  of 
the  year.    The  business  deductions  shown  thereon  con- 
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sisted  of  the  repairs  shown  for  the  said  months  of  Janu- 
ary and  February  in  the  said  accounting,  the  repairs 
and  taxes  thereafter  paid  by  petitioner  in  the  remainder 
of  the  year,  depreciation  of  $2,347.62,  and  an  interest 
deduction  in  the  amount  of  $19,575.80,  being  the  differ- 
ence between  the  interest  credits  and  debits  shown  in 
the  said  accounting  (R.  48). 

14.  On  May  28,  1952,  the  petitioner  having  thereto- 
fore decHned  to  execute  a  further  consent  extending  the 
period  of  assessment  for  the  year  1943  beyond  June  30, 
1952,  the  respondent  mailed  to  petitioner  a  90-day  let- 
ter proposing  the  assessment  of  a  tax  of  $21,454.06  for 
that  year.  The  said  90-day  letter  showed  the  basis  for 
said  assessment  to  be  on  the  theory  that  by  reason  of 
the  decision  of  the  Supreme  Court  of  Oregon  handed 
down  on  June  30,  1942,  the  taxpayer  realized  gain  in 
that  year  in  the  amount  of  $43,573.91.  On  September 
8,  1952,  petitioner  paid  to  the  Collector  of  Internal 
Revenue,  Portland,  Oregon,  the  aforesaid  claimed  de- 
ficiency of  $21,454.06,  together  with  interest  thereon  in 
the  amount  of  $10,919.02  (R.  48-49). 

15.  Petitioner  had  no  income  in  any  of  the  tax  years 
1942  through  1945  except  to  the  extent  that  income 
from  the  Murray  Building  or  income  resulting  from  the 
decrees  entered  in  Murray  v.  Wiley  litigation  was  real- 
ized in  any  of  such  years  (R.  49). 
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SPECIFICATION  OF  ERRORS 

1.  The  Tax  Court  erred  in  holding  that  petitioner 
reaHzed  any  taxable  income  at  any  time  as  the  result  of 
the  state  court  proceedings  in  Murray  v.  Wiley,  169  Or. 
381,  127  P.  (2d)  112;  169  Or.  418,  129  P.  (2d)  66 
(1942);  180  Or.  257,  176  P.  (2d)  243  (1947). 

2.  In  the  alternative,  assuming  without  conceding 
that  taxable  income  was  realized  as  a  result  of  said  pro- 
ceedings, the  Tax  Court  erred  in  holding  that  all  such 
income  was  realized  in  1947, 

SUMMARY  OF  ARGUMENT 

1.  The  entry  of  the  accounting  and  final  decree  in 
the  litigation  known  as  Murray  v.  Wiley  on  February 
28,  1947,  did  not  give  rise  to  taxable  income  to  petitioner 
under  the  well-settled  rule  that  cancellation  or  reduction 
of  a  lien  against  property  which  is  not  a  personal  obli- 
gation of  its  owner  does  not  result  in  taxable  income  to 
him. 

2.  In  the  alternative,  assuming  without  conceding 
that  taxable  income  was  realized  from  these  court  pro- 
ceedings, it  was  not  taxable  to  petitioner  in  the  year 
1947,  except  as  to  income  for  the  months  of  January 
and  February  of  that  year.  The  net  rentals  for  the  years 
1937,  1938,  1939,  1940,  1941  and  1942  were  taxable  to 
petitioner  in  1942,  when  the  claim  of  right  thereto  by 
the  Watters  Group  was  conclusively  rejected  by  the 
Oregon  Supreme  Court.    The  net  rentals  for  the  years 
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1943,  1944,  1945  and  1946  were  taxable  to  petitioner  in 
each  of  those  years  when  they  were  received  by  the 
Watters  Group  who  were  under  a  legal  duty  as  mort- 
gagees in  possession  to  apply  said  rentals  for  petition- 
er's benefit,  and  to  account  to  him  therefor,  pursuant  to 
the  1942  decree  of  the  Oregon  Supreme  Court. 

ARGUMENT 


The  court  proceedings  in  Muri'ay  v.  Wiley 
did  not  give  rise  to  taxable  income  to  peti- 
tioner. 

The  accounting  given  by  the  accounting  defendants 
to  petitioner  in  the  Murray  v.  Wiley  litigation  was  the 
court-approved  report  of  their  period  of  custody  and 
possession  of  his  property.  Under  the  decisions  of  the 
Supreme  Court  of  Oregon  the  defendants  were  entitled 
to  certain  credits  for  expenditures  made  during  their 
period  of  possession  and  use  of  petitioner's  property. 
They  were  permitted  to  retain  the  rents  from  the  prop- 
erty unlawfully  appropriated  by  them  to  satisfy  such 
approved  expenditures  and,  as  a  net  result,  were  not 
required  to  return  such  moneys  to  petitioner.  The 
credits  so  allowed,  together  with  interest,  were  sizable 
enough  to  be  greater  than  the  earnings  from  the  prop- 
erty and  interest  thereon,  and  petitioner  was  required 
to  pay  to  the  defendants  $10,640.31  to  recover  his  prop- 
erty free  of  their  judicially  determined  liens.  The  most 
that  can  be  said  for  such  credits  is  that  except  for  the 
fact  that   the   petitioner's   property  produced  earnings, 
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which  petitioner  never  received,  adequate  enouf^h  to 
satisfy  the  bulk  of  these  credits,  petitioner,  if  he  had  so 
elected,  might  have  had  to  pay  more  to  recover  full  use 
and  possession  of  his  property.  Does  this  fact  generate 
taxable  income? 

Respondent's  90-day  letter  (R.  14-21)  predicates  his 
conclusions  as  to  the  manner  in  which  said  alleged  in- 
come was  realized  as  follows: 

"The  Bureau  holds  that  by  reason  of  the  termi- 
nation of  the  litigation  relative  to  the  possession 
and  ownership  of  the  Murray  Building  on  February 
28,  1947,  you  realized  taxable  income  in  the  year 
1947  in  the  amount  of  $57,512.64,  computed  as  fol- 
lows: 

Amount  of  'redemption  certificate' 

per  accounting  $65,000.00 

Tax  lien  of  Collector  of  Internal 

Revenue  paid  by  defendants  3,152.95 


Total  $68,152.95 

Less  cash  paid  pursuant  to  decree  of 

the  court  10,640.31 


$57,512.64' 


Respondent's  position  then  is  that  taxable  income 
was  realized  (a)  upon  the  crediting  to  defendants  of 
$65,000.00  (which  included  amounts  paid  by  the  de- 
fendant Watters  Group  to  defendants  Wiley  and  D'Al- 
bini  and  not  the  amount  required  to  redeem  the  prop- 
erty from  the  original  mortgage  foreclosure),  and  (b) 
upon  the  crediting  to  defendants  of  $3,152.95  (the 
amount  which  would  have  been  required  to  satisfy  cer- 
tain income  tax  liens  against  the  property  and  not  the 
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actual  amount  bid  by  defendants  at  the  tax  lien  fore- 
closure sale). 

These  credits,  which  were  held  by  the  Tax  Court  to 
constitute  income  to  petitioner,  arose  solely  from  the 
determination  of  the  Oregon  Supreme  Court  that  the 
accounting  defendants  were  entitled  to  such  credits  in 
the  accounting  for  such  particular  items  and  amounts 
of  the  expenditures  made  by  them.  They  are  unrelated 
except  in  amount  (and  then  not  identical  even  in 
amount)  to  any  transaction  with  which  petitioner  was 
directly  connected. 

Most  important,  these  credits  did  not  represent  any 
personal  liability  of  petitioner  to  the  accounting  defend- 
ants. The  accounting  defendants  had  no  enforceable 
obligation  against  petitioner  evidenced  by  note,  mort- 
gage, covenant  or  an  agreement,  either  express  or  implied 
in  law. 

Their  lien  on  petitioner's  property  was  one  which 
the  Oregon  Supreme  Court  found  to  be  due  under  the 
peculiar  circumstances  established  in  the  case.  In  its 
original  decision  the  appellate  court  held  that  a  decree 
should  be  entered  providing  that  if  the  respective  sums 
were  not  paid,  the  petitioner  could  be  foreclosed  by  a 
sale  subject  to  redemption  as  in  other  mortgage  fore- 
closures. On  rehearing,  however,  the  court  determined 
that  this  was  not  a  suit  by  a  mortgagee  to  foreclose  a 
mortgage,  but  rather  a  suit  by  a  mortgagor  to  redeem. 
After  reviewing  the  authorities,  the  court  held  that  its 
decree  should  be  in  the  following  form  (169  Or.  at  p. 
424;  129  P.  (2d)  at  p.  69): 
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"This  being  a  suit  by  the  mortgagor  to  redeem, 
provisions  concerning  sale  on  foreclosure  being  for 
the  benefit  of  the  mortgagor  and  plaintiff  having 
prayed  only  for  relief  in  the  nature  of  strict  fore- 
closure, we  are  of  the  opinion  that  we  are  author- 
ized to  and  in  equity  we  should  modify  tlie  last 
sentence  of  our  former  opinion.  We  apprehend  that 
the  plaintiff  will  not  redeem  from  the  purchasing 
defendants  unless  he  is  also  able  to  and  does  redeem 
from  the  defendant  attorneys,  so  the  decree  of  the 
circuit  court  should  determine  upon  and  specify  a 
reasonable  time  within  which  plaintiff  may  redeem 
from  both  liens  or  be  forever  barred." 

On  the  second  appeal,  the  Supreme  Court  specifi- 
cally directed  that  no  decree  should  be  entered  which 
was  in  the  nature  of  a  personal  judgment  against  the 
petitioner  (180  Or.  at  p.  274;  176  P.  (2d)  at  p.  250): 

"It  appears  that  the  trial  court,  perhaps  by  in- 
advertence on  the  part  of  counsel,  entered  a  per- 
sonal judgment  against  the  plaintiff  for  the  balance 
which  was  found  in  favor  of  defendants  upon  the 
accounting.  The  decree  should  be  modified  so  as  to 
provide  that  the  defendants  have  a  lien  upon  the 
mortgaged  property  in  the  amount  of  the  ascer- 
tained balance  but  eliminating  the  personal  judg- 
ment against  plaintiff  in  that  amount." 

Incidentally,  whether  petitioner  originally  had  any 
personal  liability  on  the  Pacific  Savings  and  Loan  Asso- 
ciation mortgage  is  immaterial.  This  mortgage  and  the 
foreclosure  thereof  are  of  historical  significance  only 
and  do  not  pertain  to  any  of  the  legal  relations,  duties 
or  liabilities  between  the  parties  involved  in  Murray  v. 
Wiley,  for  as  the  Supreme  Court  of  Oregon  said  on  the 
second  appeal  (180  Or.  at  p.  261;  176  P.  (2d)  at  p. 
245): 
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"When  defendants  (Watters  Group)  redeemed 
the  property  from  the  sale  on  foreclosure  under  the 
Pacific  Savings  and  Loan  Association  mortgage,  the 
effect  of  that  sale  was  completely  wiped  out." 

Furthermore,  the  transfer  of  the  Murray  Building  by 
petitioner  to  the  Conger  Corporation  was  not  a  transfer 
which  itself  gave  rise  to  any  obligation  of  petitioner  to 
repay  defendants  any  amount.  The  Supreme  Court  of 
Oregon  reviewed  the  evidence  on  this  point  and  com- 
mented on  the  fact  that  the  conveyance  was  evidenced 
by  the  circulation  of  two  checks  for  $5,000,  which  were 
obviously  for  the  purpose  of  making  it  appear  that  the 
Conger  Corporation  had  purchased  petitioner's  interest 
in  the  Murray  Building,  although  the  defendants  con- 
tended that  the  conveyance  was  made  in  payment  of 
attorneys'  fees.  On  this  point,  the  court  said  (169  Or.  at 
p.  388;  127  P.  (2d)  at  p.  115): 

"If  the  transaction  was  in  fact  a  conveyance  of 
the  property  in  payment  of  the  indebtedness  owed, 
a  safer  and  more  candid  procedure  would  have  been 
to  recite  the  cancellation  of  the  plaintiff's  debt  as 
the  consideration  for  the  deed." 

The  defendant  attorneys  received  promissory  notes 
from  the  petitioner  after  the  conveyance  in  payment  of 
the  indebtedness  for  attorneys'  fees,  which  notes  were 
still  in  their  possession  at  the  time  of  the  decision  of  the 
Supreme  Court  (169  Or.  at  p.  391;  127  P.  (2d)  at  p. 
116).  The  Supreme  Court  concluded  that  the  convey- 
ance to  the  Conger  Corporation  was  made  to  secure 
petitioner's  indebtedness  to  the  defendant  attorneys, 
which  were  in  the  amounts  of  $935  and  $750,  respec- 
tively.   Therefore,   to  the  extent  that  any  debt  of  the 
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petitioner  owing  to  any  of  the  defendants  had  to  be  sat- 
isfied in  order  to  make  payment  of  the  indebtedness  for 
which  the  alleged  security  was  given,  the  amount  of 
such  attorneys'  fees  was  the  total  amount  of  the  in- 
debtedness. 

It  is  appropriate  to  examine  the  nature  of  the  actual 
credits  which  were  allowed  against  petitioner  in  Murray 
V.  Wiley.  On  the  first  appeal,  after  finding  that  the 
Watters  Group  were  mortgagees  in  possession,  the  court 
ordered  the  cause  to  be  remanded  for  an  accounting. 
On  such  accounting  the  defendants  were  to  be  entitled 
to  a  credit  in  the  amount  of  $63,711.60,  plus  interest  at 
6  per  cent  per  annum  from  the  date  of  payment,  repre- 
senting the  amount  paid  for  redemption  of  the  property. 
They  also  were  given  credit  for  the  amount  which  they 
had  paid  to  satisfy  the  income  tax  lien,  with  interest  at 
6  per  cent  (169  Or.  at  pp.  415-416;  127  P.  (2d)  at  p. 
125).  Thus  the  two  principal  credits  which  the  Supreme 
Court  of  Oregon  held  the  defendants  entitled  to  in  the 
accounting  did  not  arise  by  virtue  of  any  agreement  be- 
tween the  parties  that  such  moneys  would  be  expended 
on  petitioner's  behalf.  On  the  contrary,  they  represented 
amounts  expended  by  the  defendants  in  an  effort  to  ob- 
tain good  title  to  the  property  in  themselves. 

Petitioner  cannot  be  considered  to  have  received  in- 
come on  account  of  the  two  disbursements  made  by 
the  accounting  defendants,  unless  there  had  existed  a 
personal  obligation  owing  by  him  to  the  defendants  to 
repay  them  for  such  disbursements  made  in  prior  years. 
However,  as  explained  above,  no  such  personal  liability 
existed. 
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While  the  satisfaction  of  the  lien,  as  found  by  the 
final  accounting  between  the  parties,  may  be  considered 
as  a  discharge  of  obligations  relating  to  petitioner's 
property,  it  is  a  well-settled  principle  that  the  reduction, 
satisfaction  or  cancellation  of  an  indebtedness  or  obliga- 
tion which  is  not  a  personal  obligation  of  the  owner  of 
property  does  not  result  in  taxable  income  to  him.  At 
most,  it  may  result  in  some  adjustment  in  the  basis  of 
the  property. 

For  instance,  where  a  property  was  purchased  sub- 
ject to  a  mortgage  which  was  not  assumed  and  the 
mortgage  indebtedness  was  subsequently  satisfied  for 
less  than  face  before  maturity,  the  Board  of  Tax  Ap- 
peals held  that  such  payment  did  result  in  the  liquida- 
tion of  a  personal  debt:  "By  it  the  petitioner  merely 
satisfied  an  encumbrance  on  property  in  which  it  had 
an  equity  and  there  was  no  release  of  assets  'previously 
offset  by  the  obligation'  of  the  notes  or  bonds  evidenc- 
ing the  debt  secured  by  the  mortgage."  Fulton  Gold 
Corporation,  31  BTA  519,  521. 

In  P.  J.  Hiatt,  35  BTA  292,  the  taxpayer  was  the 
owner  of  lands  in  a  reclamation  district  which  were 
mortgaged  in  an  amount  in  excess  of  their  then  fair 
market  value.  The  reclamation  district  had  levied  an 
assessment  against  the  lands  which  was  not  a  personal 
obligation  of  the  taxpayer.  To  protect  its  mortgage  the 
mortgagee  advanced  moneys  in  the  purchase  of  bonds 
which  were  applied  in  satisfaction  of  the  assessment. 
The  Board  held  that  even  though  the  bonds  reduced 
the  debt  against  the  petitioner's  land,  no  gain,  profit  or 
income  could  be  spelled  out  of  such  a  transaction. 
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See  also:  American  Seating  Co.,  14  BTA  328;  A.  M. 
Lawrence,  13  BTA  463;  Union  Pacific  Railroad  Com- 
pany, 32  BTA  383,  aff'd  86  F.  (2d)  637;  The  Ernst 
Kern  Company,  1  T.C.  249;  Hotel  Astoria,  Inc.,  42 
BTA  759;  and  Terminal  Investment  Co.,  2  T.C.  1004. 

This  principle  of  law  was  followed  by  the  United 
States  Court  of  Appeals  for  the  Fifth  Circuit  in  the 
case  of  Hilpert  v.  Commissioner,  151  F.  (2d)  929,  re- 
versing 4  T.C.  473.  In  that  case,  as  in  this,  the  tax- 
payers had  given  a  deed  to  one  Markell  which  they 
considered  to  be  a  mortgage.  Litigation  was  subse- 
quently instituted  in  the  state  courts  in  Florida  which 
resulted  in  a  determination  that  the  deed,  although  ab- 
solute on  its  face,  was  in  fact  a  mortgage.  The  courts 
fixed  a  period  within  which  the  taxpayers  would  be 
allowed  to  redeem  their  property  or  else  be  barred  from 
all  right,  title  and  interest  therein.  In  summarizing  the 
facts  relating  to  credits  similar  to  those  here  involved, 
the  Court  of  Appeals  stated  (151  F.  (2d)  at  p.  930): 

"The  court  also  took  an  accounting  of  the  rents 
collected  by  Markell  and  his  vendees,  who  were 
decreed  to  be  in  privity  with  him.  After  allowing 
Markell  interest  at  6  per  cent  on  the  $65,000,  and 
after  deducting  the  rents  collected  by  Markell.  the 
court  found  tliat  the  amount  necessary  to  redeem 
was  $54,364.67.  The  net  rentals  collected  by  Mar- 
kell paid  the  interest  and  reduced  the  $65,000, 
which  he  had  paid  the  Hilperts,  to  the  sum  of  $54,- 
364.67." 

The  Hilpert  case  involved  two  additional  facts, 
neither  of  which  is  material  to  the  point  at  issue  in  this 
case.  The  taxpayers  there  had  reported  the  original 
conveyance  of  the  property  as  a  sale.    This  may  have 
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conditioned  the  thinking  of  the  court  as  to  the  equities 
of  the  situation,  but  it  is  obvious  from  the  opinions  of 
both  the  Tax  Court  and  the  Court  of  Appeals  that  the 
manner  of  reporting  the  original  transaction  was  not 
determinative  of  the  taxable  effect  of  the  conclusion  of 
the  successful  litigation.  The  taxpayers  had  also  made 
arrangements  to  sell  the  property  immediately  upon  the 
completion  of  the  litigation;  funds  were  advanced  by 
the  purchaser  to  redeem  the  property;  and  the  property 
ended  up  in  the  hands  of  such  purchaser  rather  than  in 
the  hands  of  the  taxpayers.  This  fact  was  material  in 
the  court's  decision  with  respect  to  the  taxable  gain  in- 
volved in  such  sale  but  was  not  pertinent  to  the  theory 
of  the  decision  which  is  applicable  here. 

In  the  Hilpert  case  the  taxpayers  received  credit  of 
$10,635.33  of  net  rentals  collected  by  the  mortgagee  in 
possession,  which  went  to  reduce  the  amount  they  were 
or  would  have  been  required  to  pay  to  redeem  the  prop- 
erty. The  Court  of  Appeals  nevertheless  correctly  held 
that  since  there  was  no  present  personal  liability  on  the 
taxpayers,  they  had  received  nothing  out  of  the  trans- 
action giving  rise  to  taxable  income  other  than  the 
amount  received  from  the  purchaser. 

It  should  be  noted  that  in  the  Hilpert  case  the  mort- 
gage which  the  court  refers  to  was  given  by  the  taxpayers 
to  the  mortgagee  in  possession,  and  a  payment  of  $65,- 
000  had  actually  been  made  by  the  mortgagee  in  posses- 
sion to  the  taxpayers.  In  the  instant  case,  the  Oregon 
courts  found  no  such  moneys  paid  by  the  accounting 
defendants  to  the  petitioner.  While  the  Oregon  Supreme 
Court  held  that  the  accounting  defendants  were  in  the 
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position  of  mortgagees  in  possession,  the  original  con- 
sideration to  them,  and  then  only  to  two  of  them,  was 
solely  as  security  for  an  indebtedness.  In  other  words, 
the  petitioner  here  at  no  time  received  anything  of  value 
which  constituted  a  satisfaction  of  any  indebtedness 
owing  by  him  arising  from  the  receipt  of  funds  from 
the  defendants.  Petitioner  contends  that  in  this  respect 
the  instant  case  is  even  stronger  on  its  facts  than  the 
Hilpert  case  for  the  application  of  the  rule  that  no  tax- 
able income  arises  from  the  reduction  or  satisfaction  of 
a  lien  against  property  where  the  owner  has  no  personal 
obligation  with  respect  thereto. 

In  the  case  at  bar,  the  court  below  refused  to  follow 
the  decision  of  the  Court  of  Appeals  for  the  Fifth  Cir- 
cuit in  the  Hilpert  case,  as  well  as  the  principle  enun- 
ciated in  its  own  decisions  above  cited.  We  respectfully 
submit  that  the  Hilpert  case,  which  has  not  been  over- 
ruled or  distinguished  since  its  promulgation,  should  be 
followed  by  this  court.  Under  the  principle  of  that  case, 
a  decision  is  required  here  that  petitioner  did  not  realize 
any  taxable  income  by  reason  of  the  Murray  v.  Wiley 
litigation. 
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Assuming  arguendo  that  petitioner  realized 
taxable  income  from  the  Muri-ay  v.  Wiley 
litigation,  such  income  in  1937-1942  was 
taxable  to  petitioner  in  1942  by  virtue  of 
the  decision  of  the  Oregon  Supreme  Court, 
and  the  income  thereafter  received  by  the 
Watters  Group  in  1942-1947  was  taxable 
in  the  respective  year  of  actual  receipt  by 
these  agents. 

On  June  15,  1947,  petitioner  filed  returns  for  the 
years  1937  to  1946,  inclusive,  in  which  he  reported  net 
business  rentals  for  those  years.  The  rentals  so  reported 
were  the  sums  approved  by  the  trial  court  in  the  Mur- 
ray V.  Wiley  accounting  (R.  46-47). 

On  May  28,  1952,  respondent  sent  to  petitioner  a 
90-day  letter  proposing  an  assessment  of  a  tax  for  the 
year  1943  in  the  sum  of  $21,454.06.  The  basis  for  said 
assessment  was  that  by  reason  of  the  decision  of  the 
Supreme  Court  of  Oregon  on  June  30,  1942,  in  Murray 
V.  Wiley,  petitioner  realized  income  in  that  year  in  the 
amount  of  $43,573.91.  Petitioner  paid  the  claimed  de- 
ficiency of  $21,454.06,  with  interest  thereon  in  the 
amount  of  $10,919.02  (R.  48-49). 

Although  petitioner  has  twice  paid  an  income  tax  on 
the  net  rentals  of  the  Murray  Building  in  the  years 
1937,  1938,  1939,  1940,  1941  and  1942,  and  has  once 
paid  a  tax  on  net  receipts  in  the  years  1943,  1944,  1945, 
1946  and  1947,  the  Tax  Court  in  this  proceeding  has 
held  that  $57,512.64,  the  entire  amount  of  net  rentals, 
minus  interest,  which  was  realized  during  these  years  up 
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to  February  28,  1947,  was  ordinary  income  to  the  peti- 
tioner in  the  year  1947. 

The  crux  of  Judge  Arundell's  opinion  on  this  point 
is  that  petitioner  had  not  constructively  received  any 
income  until  the  conclusion  of  the  accounting  proceed- 
ing in  February,  1947,  that  he  was  out  of  control  of  the 
property,  and  that  nothing  was  set  aside  for  petitioner 
or  available  to  him  from  the  rents  received  during  the 
intervening  years.  The  court  concluded:  "Until  the  ac- 
counting proceeding  was  actually  terminated  there  was 
no  definite  apportionment  of  the  income  from  the  prop- 
erty between  the  petitioner  and  the  mortgagees  in  pos- 
session, and  petitioner  had  no  right  to  demand  payment 
of  the  rents  from  the  property  and  convert  them  to  his 
own  use."  (R.  74.) 

The  Tax  Court  fell  into  clear  error  in  applying  the 
doctrine  of  constructive  receipt,  and  in  failing  to  in- 
terpret properly  the  effect  of  the  decisions  of  the  Su- 
preme Court  of  Oregon  in  1942  with  respect  to  peti- 
tioner's rights  in  the  Murra}'^  Building. 

In  its  first  opinion  the  Oregon  court  concluded  (1) 
the  deed  to  the  Conger  Corporation  was  in  equity  a 
mortgage;  (2)  the  Watters  Group  were  not  bona  fide 
purchasers  without  notice;  (3)  on  the  contrary,  the 
Watters  Group  Vv/^ere  mortgagees  in  possession:  and  (4) 
petitioner  was  the  beneficial  owner  of  the  property  sub- 
ject to  tlrie  defendants'  liens  (R.  36-37,  and  169  Or.  at 
pp.  400,  414;  127  P.  (2d)  at  p.  126).  On  the  second  ap- 
peal, the  Oregon  court  explicitly  rejected  the  defend- 
ants'  contention   that  they  had  become  mortgagees  in 
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possession  only  by  virtue  of  the  earlier  decision  of  the 
court.  On  this  point  the  Oregon  court  wrote:  "We  mere- 
ly declared  that  in  the  eyes  of  equity  they  had  been  and 
were  mortgagees  in  possession."  (180  Or.  at  p.  268;  176 
P.  (2d)  at  p.  248.) 

Consequently,  it  is  undisputed  that  the  defendants 
in  the  Murray  v.  Wiley  litigation  at  all  times  were  mort- 
gagees in  possession,  and  as  such  they  were  under  the 
duty  to  account  to  petitioner  for  the  rents  during  the 
entire  period  of  their  possession,  although  they  also 
were  entitled  to  have  the  rentals  applied  to  the  ex- 
tinguishment of  their  liens  against  the  property. 

At  all  times  subsequent  to  September  29,  1942,  when 
the  Supreme  Court  of  Oregon  denied  the  petition  for 
rehearing  in  Murray  v.  Wiley,  petitioner  was  the  equita- 
ble owner  of  the  Murray  Building  and  he  was  entitled 
to  the  income  from  said  property,  against  which  defend- 
ants were  entitled  to  set  off  their  judicially  determined 
liens. 

In  fact,  the  1942  court  decisions  so  conclusively 
established  petitioner's  right  to  receive  or  be  credited 
with  the  net  rentals  from  the  Murray  Building  that  the 
Watters  Group  could  thereafter  have  no  valid  claim  of 
right  to  such  receipts.  The  respective  interests  of  the 
parties  in  the  Murray  Building  were  determined  once 
and  for  all  in  1942,  and  the  only  matters  left  open  were 
the  mechanics  and  details  of  an  accounting. 

Since  defendants  in  the  Murray  v.  Wiley  litigation 
were  under  a  legal  duty  imposed  by  the  court  to  ac- 
count to  petitioner  for  the  net  income  from  the  Murray 


29 

Building,  it  follows,  as  a  matter  of  law,  that  the  income 
through  1942  was  taxable  to  petitioner  in  that  year,  and 
that  the  net  receipts  for  the  years  1943,  1944,  1945  and 
1946  were  correctly  reported  by  petitioner  as  taxable  to 
him  in  each  of  those  years. 

With  respect  to  these  receipts,  the  accounting  de- 
fendants were  in  the  position  of  agents  for  petitioner. 
The  settled  principle  of  agency  law  that  receipt  by  an 
agent  is  equivalent  to  receipt  by  the  principal  is  applica- 
ble to  tax  cases  (2  Mertens,  Law  of  Federal  Income 
Taxation,  §  10.07,  p.  11,  and  cases  therein  cited);  Mary- 
land Casualty  Co.  v.  United  States,  52  Ct.  CI.  201, 
modified  on  other  grounds,  251  U.S.  342,  40  S.  Ct.  155, 
64  L.  Ed.  297;  Huntington  National  Bank  v.  Commis- 
sioner, 90  F.  (2d)  876  (C.A.  6);  Hines  v.  United  States, 
90  F.  (2d)  957  (C.A.  7);  and  United  States  v.  Pfister, 
205  F.  (2d)  538  (C.A.  8). 

This  principle  of  law  has  been  applied  by  the  Board 
of  Tax  Appeals  and  the  Tax  Court  in  such  cases  as 
Julia  A.  Strauss,  2  BTA  599;  Appeal  oi  L  &>  M  Holding 
Co.,  3  BTA  601;  F.  H.  Wilson,  12  BTA  403;  Samuel  E. 
Diescher,  36  BTA  732,  aff'd  110  F.  (2d)  90  (C.A.  3); 
William  R.  Hopkins,  41  BTA  1292  (acquiescence  noted 
C.  B.  1940-2,  p.  4);  Clarence  E.  Day,  BTA  Memo 
Docket  No.  105042  (1942)  (§42,  197  P.H.  Memo  B.T.A. 
42-499);  and  S.  B.  Tressler,  T.  C.  Memo  Docket  Nos. 
29044  and  35129  (1953)  (§  53.111  P.  H.  Memo  T.  C. 
53-353). 

This  principle  is  somewhat  different  from  the  doc- 
trine of  constructive  receipt  as  defined  and  limited  in  the 
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regulations  of  the  Treasury  Department  (see  Regula- 
tions 111,  29.42.2-2).  In  2  Mortens,  Law  of  Federal  In- 
come Taxation,  §  10.07,  p.  12,  footnote  63,  it  is  stated: 

"Payment  to  an  agent  is  not  a  true  example  of  con- 
structive receipt.  Agency  is  a  general  conception 
of  the  law,  while  'constructive  receipt'  is  a  special 
conception  under  the  law  of  taxation  and  is  not 
necessary  for  an  understanding  of  the  legal  results 
of  a  payment  to  an  agent." 

A  factual  situation  very  similar  to  that  at  bar  was 
presented  in  William  R.  Hopkins  (supra).  In  both  the 
present  case  and  the  Hopkins  case  the  litigation  in- 
volved, first,  the  taxpayer's  claim  of  right  to  certain 
property  which  was  disputed  by  the  other  party  to  the 
litigation,  and,  second,  an  ultimate  decree  of  an  appel- 
late court  that  the  taxpayer  was  at  all  times  the  owner 
of  the  property,  accompanied  by  a  direction  that  the 
losing  party  in  the  litigation  account  to  the  successful 
party  for  the  earnings  of  the  property  during  the  time 
that  it  was  withheld  from  the  other's  possession.  In  the 
Hopkins  case,  the  Board  of  Tax  Appeals  held  that 
physical  receipt  of  earnings  from  the  property  was  not 
necessary  where  the  earnings  were  received  by  the  tax- 
payer's agent  or  trustee.  The  Board  stated,  in  language 
applicable  here  with  substitution  of  names,  dates  and 
description  of  property  (41  BTA  at  pp.  1297-1298): 

"A  careful  appraisal  of  the  facts  convinces  us 
that,  as  the  decree  of  the  Ohio  court  holds,  con- 
structive possession  of  the  stock  was  retained  by 
the  Griffiths  as  security  for  the  petitioner's  debts. 
The  Griffiths  and  Guardian  were  thus  nothing  more 
nor  less  than  agents  of  the  petitioner  to  collect  the 
income  from  the  Buckeye   stock,   and  apply  it  as 
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far  as  necessary  to  the  discharge  of  petitioner's  ob- 
Hgations.  Receipt  by  agents  was  receipt  by  the 
petitioner,  and  that  receipt  occurred  prior  to  1933. 

•'The  decree  of  the  court  in  1933  did  not  create 
income.  It  merely  declared  ownership  of  the  Buck- 
eye stock  in  1920  and  required  an  accounting  of 
the  proceeds  and  avails  of  such  stock.  The  income 
on  the  stock  followed  its  ownership  and  receipt  oc- 
curred in  the  preceding  years.  This  is  true  of  the 
cash  as  well  as  the  other  items  comprised  in  the 
accounting.  The  decree  did  not  cause  conversion  of 
assets  into  cash  or  make  cash  income  in  1933." 

It  may  be  noted  that  the  decision  in  the  Hopkins 
case  permitted  the  taxpayer  to  escape  taxation  in  the 
years  in  which  his  agent  or  trustee  received  the  earnings 
from  the  property.  The  petitioner  here  has  voluntarily 
assumed  tax  liability  by  filing  tax  returns  for  each  of 
the  years  in  which  the  defendant  mortgagees  were  in 
possession  and  paying  the  tcLx  shown  thereon  to  be  due 
(R.  46-47). 

In  S.  B.  Tressler  (supra),  the  Tax  Court  held  that 
income  from  the  petitioner's  property,  collected  by  a 
receiver  in  possession  and  applied  upon  the  petitioner's 
obligations  to  his  wife,  including  her  attorney's  fees  and 
costs,  was  taxable  to  the  petitioner,  a  cash  basis  tax- 
payer, in  the  year  of  its  collection.  The  court  stated: 
"That  he  had  no  actual  control  of  the  fund  and  did  not 
receive  cash  in  hand  is  of  no  consequence." 

Thus,  in  the  case  at  bar,  the  fact  that  petitioner  had 
no  actual  control  of  the  Murray  Building  rentals  during 
the  years  1942-1947  and  that  he  received  no  cash  during 
that  period  is  immaterial.    The  determining  fact  is  that 
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during  that  period,  by  virtue  of  the  first  decision  of  the 
Oregon  Supreme  Court,  the  accounting  defendants  had 
been  made  petitioner's  agents  for  collection  of  rentals, 
etc.,  and  they  were  obliged  to  apply  the  net  income 
from  the  property  for  petitioner's  benefit  in  extinguish- 
ment of  their  liens. 

The  contention  was  made  in  the  court  below  that  no 
benefit  accrued  to  petitioner  from  the  net  rentals  until 
1947  when  he  redeemed  the  property  by  paying  in  the 
sum  of  $10,640.31,  which  represented  the  difference  be- 
tween the  outstanding  liens  against  the  property  and 
the  credits  in  petitioner's  favor  from  nearly  eleven  years 
of  operations.  The  claim  is  made  that  petitioner  never 
would  have  received  credit  for  any  of  the  accumulated 
rental  income  if  he  had  not  made  the  crucial  payment 
in  1947.  Thus,  it  is  argued,  that  such  an  uncertainty 
necessitates  the  accumulation  of  income  over  a  long 
period  of  time  until  the  happening  of  an  event  which 
removes  the  uncertainty  forever. 

The  fallacy  of  such  reasoning  is  that  it  requires  look- 
ing to  events  taking  place  in  subsequent  years  in  order  ^ 
to  determine  the  taxability  of  income  actually  received 
by  the  taxpayer's  agent  in  a  past  year.  In  other  words, 
this  argument  could  have  no  validity  if  the  balance  on 
the  1947  accounting  had  been  in  petitioner's  favor  and 
the  accounting  defendants  had  been  required  to  pay 
him  a  substantial  amount  in  cash.  Obviously,  it  makes 
no  difference  whatsoever  that  in  order  to  redeem,  peti- 
tioner had  to  pay,  rather  than  receive,  a  cash  balance 
in  1947. 
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A  short  answer  to  this  argument  is  that  from  the 
time  of  the  1942  decisions  of  the  Oregon  Supreme  Court 
petitioner  received  benefit,  for  the  court's  opinions  deter- 
mined that  he  was  entitled  to  be  credited  with  the  net 
rentals  from  the  property  against  the  defendant's  judi- 
cially determined  liens.  This  benefit  from  receipts  prior 
to  the  decision  on  the  first  appeal  accrued  in  1942,  and 
the  benefit  thereafter  from  having  the  net  rentals  ap- 
plied to  the  discharge  of  the  liens  accrued  at  the  time 
the  rentals  were  received  by  the  Watters  Group,  who 
were  mortgagees  in  possession,  or  agents  of  petitioner, 
as  far  as  the  collection  of  rentals  was  concerned. 

In  the  case  at  bar,  the  1942  appeal  fixed  petitioner's 
right  to  be  credited  with  the  net  rentals  from  the  prop- 
erty. The  fact  that  five  more  years  passed  before  the 
final  balance  of  accounts  was  determined  between  the 
parties  does  not  change  the  fact  that  from  1942  on 
petitioner  was  the  owner  of  the  Murray  Building  free 
of  any  claims  of  the  accounting  defendants,  except  for 
their  judicially  determined  liens. 

It  is  contrary  to  the  orderly  administration  of  the 
income  tax  laws  for  either  a  taxpayer  to  withhold  in- 
come, or  for  the  government  to  defer  the  taxation  of 
income,  merely  because  of  some  uncertainty  as  to  time 
of  ultimate  receipt  by  a  taxpayer  of  funds  paid  to  his 
agent,  as  distinguished  from  a  substantial  contingency 
as  to  the  taxpayer's  right  to  be  credited  with  such  in- 
come (see  Harbor  Plywood  Corporation,  14  T.  C.  158. 
161,  aff'd  per  curiam  187  F.  (2d)  734  (C.A.  9)  ). 
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This  principle  is  well  illustrated  by  the  leading  case 
of  Haberkorn  v.  U.  S.,  173  F.  (2d)  587  (C.A.  6).  There 
the  taxpayers  sued  to  recover  back  a  tax  which  they 
had  paid  in  1942  upon  a  corporate  bonus  which  had 
been  distributed  that  year.  Two  years  later  it  was  de- 
termined that  the  bonus  base  had  been  miscalculated, 
and  the  previous  overpayment  was  charged  back  on  the 
company's  books.  The  district  court  dismissed  the  case 
on  the  ground  that  the  entire  bonus  had  been  received 
in  the  year  1942  under  a  claim  of  right  and  that  it  was 
taxable  in  its  entirety  in  the  year  of  its  receipt.  The 
Court  of  Appeals  affirmed  the  judgment  of  dismissal 
and  stated  (p.  589). 

"These  rulings  result  logically  from  the  recog- 
nized and  settled  principle  that  the  Federal  income 
tax  system  is  based  on  an  annual  accounting,  which 
requires  the  determination  of  income  at  the  close 
of  the  taxable  year  without  regard  to  the  effect  of 
subsequent  events.  Burnet  v.  Sanford  &  Brooks 
Co.,  282  U.  S.  359,  at  page  365,  51  S.  Ct.  150,  at 
page  152,  75  L.  Ed.  383,  in  which  the  Court  stated 
— 'It  is  the  essence  of  any  system  of  taxation  that 
it  should  produce  revenue  ascertainable,  and  pay- 
able to  the  government,  at  regular  intervals.  Only 
by  such  a  system  is  it  practicable  to  produce  a 
regular  flow  of  income  and  apply  methods  of  ac- 
counting, assessment,  and  collection  capable  of 
practical  operation.'  In  Heiner  v.  Mellon,  304  U.  S. 
271,  58  S.  Ct.  926,  82  L.  Ed.  1337,  the  Court  re- 
ferred to  a  number  of  its  prior  decisions  in  which 
the  rule  had  been  applied,  and  in  applying  it  in  that  ; 
case  restated  the  rule  in  the  following  language: 
'The  federal  income  tax  system  is  based  on  an  an- 
nual accounting.  Under  that  law  the  question 
whether  taxable  profits  have  been  made  is  deter- 
mined annually  by  the  result  of  the  operations  of 
the  year.'  304  U.  S.  at  page  275,  58  S.  Ct.  at  page 
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928.  It  is  accordingly  settled  in  the  Federal  income 
tax  field  that  the  tax  on  income  actually  received 
in  a  given  year  may  not  be  withheld  because  the 
particular  transaction  from  which  such  income 
flowed  has  not  been  completed  in  that  year  and 
losses  may  thereafter  occur  in  a  subsequent  year." 

To  resolve  a  conflict  between  such  cases  as  the 
Haberkorn  case  and  the  Court  of  Claims  case  of  Lewis 
V.  United  States,  91  F.  Supp.  1017,  where  the  facts  were 
substantially  similar,  the  United  States  Suprem.e  Court 
granted  a  petition  for  a  writ  of  certiorari  in  the  latter 
case  (340  U.S.  903),  and  reversed  the  Court  of  Claims 
on  the  ground  that  the  taxpayer  at  all  times  had  claimed 
the  full  bonus  as  his  own  and  therefore  was  obliged  to 
pay  tax  on  it  in  the  year  of  receipt,  even  though  in  a 
subsequent  year  he  was  forced  to  repay  it  (Lewis  v. 
U.  S.,  340  U.S.  590,  71  S.  Ct.  522,  95  L.  Ed.  560;  re- 
hearing den.  341  U.S.  923,  71  S.  Ct.  941,  95  L.  Ed.  356). 
The  Lewis  case  was  subsequently  followed  in  Healy  v. 
Commissioner,  345  U.S.  278,  73  S.  Ct.  671,  97  L.  Ed. 
1007;  rehearing  den.  345  U.S.  961,  IZ  S.  Ct.  935,  97  L. 
Ed.   1380. 

The  fact  that  the  net  rentals  received  by  the  ac- 
counting defendants  were  subject  to  be  applied  towards 
satisfaction  of  the  liens  in  their  favor  against  the  prop- 
erty does  not  militate  against  holding  that  they  were 
taxable  in  the  year  of  receipt  by  his  agents,  for  the  *'*  * 
courts  have  uniformly  held  that  income  is  none  the  less 
such  in  the  year  of  its  receipt  because  subject  to  limita- 
tions upon  its  use  and  disposal."  (Standard  Slag  Co.  v. 
Commissioner,  63  F.    (2d)   820,  821    (Ct.  App.  D.   C), 
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and  cases  cited  therein.)  In  the  Standard  Slag  Co.  case, 
the  taxpayer  was  engaged  in  the  business  of  buying 
slag,  produced  as  a  by-product  by  iron  and  steel  mills, 
and  reselling  it  after  processing.  It  had  a  contract  with 
a  steel  mill  for  handling  that  company's  entire  output 
of  granulated  slag.  One  of  the  contract  provisions  stated 
that  any  surplus  remaining  over  and  above  the  expense 
of  handling  slag  during  the  summer  months  should  not 
be  considered  as  profit  but  would  be  used  in  research 
and  in  experimental  efforts  towards  finding  a  perma- 
nent market  for  the  material.  In  the  year  1921  the  tax- 
payer received  a  large  sum  over  and  above  the  expense 
of  handling  the  slag,  and  this  money  was  expended  in 
the  next  few  years  in  research  and  experimental  work 
as  stipulated  by  the  contract.  The  appellate  court  held 
this  amount  was  taxable  in  the  year  of  its  receipt  not- 
withstanding it  was  subject  to  an  enforceable  restriction 
upon  its  use. 

Under  these  settled  legal  principles,  the  postpone- 
ment of  a  final  accounting  between  the  parties  in  Mur- 
ray V.  Wiley  from  1942  until  February,  1947,  could  not 
defer  the  annual  reporting  of  the  income  from  the  prop- 
erty for  tax  purposes,  since  it  was  received  during  those 
years  by  the  accounting  defendants  as  agents  for  peti- 
tioner, and  they  were  required  to  apply  these  funds 
towards  the  extinguishment  of  liens  against  petitioner's 
property. 

Therefore,  the  Tax  Court  erred  in  holding  that  peti- 
tioner realized  income  in  the  sum  of  $57,512.64  in  the 
year  1947  by  reason  of  the  termination  of  the  Murray  v. 
Wiley  litigation. 
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CONCLUSION 

The  decision  of  the  Tax  Court  of  the  United  States 
should  be  reversed,  and  this  case  should  be  remanded 
for  further  proceedings  in  accordance  with  the  opinion 
of  this  Court. 

Respectfully  submitted, 

Frederick  H.  Torp, 
Cleveland  C.  Cory, 

Attorneys  for  Petitioner. 
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In  the  United  States  Court  of  Appeals 
for  the  Ninth  Circuit 


No.  14579 
E.  J.  Murray,  petitioner 

V. 

Commissioner  of  Internal  Revenue,  respondent 


ON  PETITION  FOR  REVIEW  OF  THE  DECISION  OF  THE  TAX 
COURT  OF  THE   UNITED  STATES 


BRIEF  FOR  THE  RESPONDENT 


OPINION     BELOW 

The  opinion  of  the  Tax  Court  (R.  51-77)  is  reported 
at  21  T.C.  1049. 

JURISDICTION 

The  petition  for  review  (R.  80-85)  involves  a  defi- 
ciency of  $36,656.04  in  income  tax  for  1947.  A  notice  of 
deficiency  was  mailed  to  the  taxpayer  on  August  13, 
1951.  (R.  14.)  Within  ninety  days  thereafter  and  on 
November  7,  1951,  the  taxpayer  filed  with  the  Tax 
Court  a  petition  for  redetermination,  under  the  pro- 
visions of  Section  272  of  the  Internal  Revenue  Code 
of  1939.  (R.  6-26.)  The  decision  of  the  Tax  Court  was 
entered  on  July  26,   1954.    (R.   79.)     The  case  was 

(1) 


brought  to  this  Court  by  a  petition  for  review  filed  by 
the  taxpayer  on  October  14,  1954.  (R.  80-85.)  Juris- 
diction is  conferred  on  this  Court  by  Section  7482  of 
the  Internal  Revenue  Code  of  1954. 

QUESTION   PRESENTED 

Whether  the  Tax  Court  correctly  held  that  the  tax- 
payer, who  was  on  a  cash  basis,  realized  income  in 
1947,  within  the  meaning  of  Section  42  of  the  Internal 
Revenue  Code  of  1939,  to  the  extent  of  the  net  rentals 
credited  to  him  in  that  year  in  connection  with  the  final 
accounting  and  adjudication  in  a  suit  commenced  in 
1938,  to  establish  his  ownership  of  certain  realty  and 
his  right  to  the  net  rentals  therefrom. 

STATUTE     AND     REGULATIONS     INVOLVED 

The  applicable  provisions  of  the  statute  and  Regula- 
tions will  be  found  in  the  Appendix,  infra. 

STATEMENT 

The  facts  in  this  case  have  been  stipulated  (R.  31-51) 
and,  as  stipulated  and  found  by  the  Tax  Court,  may  be 
summarized  as  follows : 

In  1928,  E.  J.  Murray,  referred  to  as  the  taxpayer, 
and  his  wife,  Rebecca  J.  Murray,  purchased  as  ten- 
ants by  the  entirety  certain  unimproved  real  estate 
situated  in  Klamath  Falls,  Oregon.  To  finance  con- 
struction of  a  building  on  the  property  (the  property 
and  its  improvements  will  be  referred  to  as  the  Murray 
Building),  the  taxpayer  and  his  wife  borrowed  $64,000 
from  the  Pacific  Savings  &  Loan  Association,  Tacoma, 
Washington,  giving  in  return  a  first  mortgage  on  the 
property.  (R.  53-54.) 

On  August  20,  1932,  there  was  a  balance  of  approxi- 
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mately  $57,000  due  on  the  loan.  On  that  date,  the  tax- 
payer and  his  wife  (conveyed  Hie  Murray  l>uihling  to 
the  Conger  Corporation,  an  Oregon  corporation,  by 
deed  warranting  against  all  encumbrances  except  "ex- 
isting mortgage,  liens  and  taxes."  The  Conger  Cor- 
jjoration  was  organized  on  August  5,  1932.  Its  sole 
stockholders  were  AV.  A.  Wiley,  (J.  Q.  D'Albini  and 
Marie  D'Albini,  wife  of  G.  Q.  D'Albini.  Wiley  and 
D'Albini  were  tlie  tax])ayer's  attorneys  and  the  tax- 
payer was  indebted  to  them  for  professional  services 
theretofore  rendered.  The  transaction  was  handled  in 
the  following  manner:  Wiley  and  D'Albini  borrowed 
$5,000  from  a  bank  and  deposited  it  to  the  credit  of  the 
Conger  Corporation  in  i)urported  ])ayment  for  its 
stock.  The  Conger  Corporation  then  issued  its  check 
for  $5,000  to  the  taxpayer  as  purported  consideration 
for  the  deed  of  the  property  to  the  corporation,  where- 
upon the  taxpayer  returned  the  money  to  the  lending 
bank  in  liquidation  of  the  bank's  loan  to  Wiley  and 
D'Albini,  whose  notes  were  returned  to  them.  The  tax- 
payer also  paid  a  $10  charge  for  the  use  of  the  money. 
(R.  54.) 

In  May,  1934,  the  Pacilic  Savings  &  Loan  Associa- 
tion brought  suit  to  foreclose  its  first  mortgage  on  the 
Murray  Building  and  on  March  23,  1935,  the  property 
Avas  sold  pursuant  to  a  decree  of  foreclosure  for  the 
unpaid  balance  of  $56,984.78.  The  mortgagee  was  the 
purchaser.  (E.  54-55.) 

On  March  21,  1936,  the  Conger  Corporation,  which 
appeared  as  the  record  owner  of  the  Alurray  Building, 
gave  notice  of  intention  to  redeem  the  property.  On 
March  23,  1936,  w^hich  was  the  last  day  of  the  statutory 
redemption  period,  the  Conger  Corporation  assigned 
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the  right  of  redemption  and  delivered  a  bargain  and 
sale  deed  to  the  Murray  Building  to  Mary  L.  Moore, 
Merle  S.  West,  Charles  J.  Martin  and  Thomas  B.  Wat- 
ters,  referred  to  as  the  Watters  Group.  On  the  same 
day  the  Watters  Group  exercised  their  purported  right 
of  redemption  by  redeeming  the  property,  paid  to  the 
Sheriff  of  Klamath  County  the  sum  of  $63,711.60,  en- 
tered into  possession,  and  thereafter  claimed  to  be  the 
owners  in  fee  of  the  property,  free  from  any  claim  of 
the  taxpayer.  (R.  55.) 

At  the  time  of  the  conveyance  of  the  Murray  Build- 
ing to  the  Watters  Group,  the  property  was  subject  to 
liens  for  federal  income  tax  in  the  amount  of  $3,148.60 
assessed  against  the  taxpayer  and  Rebecca  J.  Murray. 
In  November,  1936,  the  Watters  Group  advised  the 
Deputy  Collector  in  charge  of  collection  of  such  tax  to 
sell  the  property  at  public  sale  and  that  the  Watters 
Group  would  buy  it  at  such  sale,  thereby  better  perfect- 
ing their  title.  In  April,  1937,  the  United  States  Col- 
lector of  Internal  Revenue,  Portland,  Oregon,  pro- 
ceded  to  seU  the  Murray  Building  to  collect  the  tax, 
and  it  was  bid  in  by  the  Watters  Group  for  $16,500. 
The  Watters  Group  was  forced  to  pay  that  price  by 
competitive  bids  although  the  tax  liens  amounted  only 
to  $3,148.60.  (R.  55-56.) 

On  March  22,  1938,  the  taxpayer  and  his  wife  filed 
suit  in  the  Circuit  Court  of  Oregon  for  the  County  of 
Klamath  entitled  ^'E.  J.  Murray  and  Rebecca  J.  ^lur- 
ray,  Plaintiffs,  v.  W.  E.  Wiley,  G.  Q.  D'Albini,  Marie 
N.  D'Albini,  Mary  L.  Moore,  Merle  S.  West,  Emma 
West,  Charles  J.  Martin,  Lynna  Martin,  Thomas  B. 
Watters,  Evelyn  Watters,  and  J.  W.  Maloney  as  Col- 
lector of  Internal  Revenue  for  the  United  States  of 


America,  Defendants,"  wherein  it  was  prayed  that 
tJie  court  (a)  decree  that  tlie  i)laintiffs  were  the  bene- 
ficial owners  of  all  right,  title  and  interest  in  and  tn 
Ahe  Murray  Building;  (h)  decree  that  the  defendants, 
other  than  J.  W.  Maloney,  were  trustees  holding  the 
premises  for  the  sole  and  exclusive  benefit  of  the  plain- 
tiffs, (c)  direct  the  defendants  as  trustees  to  convey 
the  property  to  plaintiffs,  and  (d)  require  the  defend- 
ants to  render  an  accounting  with  respect  to  the  opera- 
tion of  the  Murray  Building.  On  Motion,  defendant 
J.  W.  Maloney  was  dismissed  for  lack  of  jurisdiction 
of  the  court.  (R.  56.) 

Rebecca  J.  Murray  died  on  August  8,  1938,  prior  to 
hearing  in  the  above  entitled  litigation.  The  taxpayer 
succeeded  to  her  right,  title  and  interest  in  the  Murray 
Building  as  surviving  tenant  by  the  entirety.  (R.  56.) 

On  December  18,  1940,  the  Circuit  Court  of  Oregon, 
by  written  opinion,  held  for  the  defendants.  The  tax- 
payer took  an  appeal  to  the  Supreme  Court  of  Oregon. 
(R.  56-57.) 

On  June  30,  1942,  the  Supreme  Court  of  Oregon,  in 
Murray  v.  Wiley,  169  Ore.  381,  127  P.  2d  112,  reversed 
the  lower  court  and  held  (R.  57) : 

(a)  That  the  taxpayer's  conveyance  of  the  Murray 
Building  to  the  Conger  Corporation  was  made  to  se- 
cure his  indebtedness  to  his  attorneys,  Wiley  and  D'- 
Albini,  and  that  the  Conger  Corporation  was  the  alter 
ego  of  Wiley  and  D'Albini,  who  were  in  the  position 
of  second  mortgagees. 

(b)  The  Conger  Corporation  held  the  property  as  a 
mortgagee  in  possession  and  its  purported  assigmnent 
of  the  statutory  right  of  redemption  affected  property 


belonging  to  the  taxpayer  and  not  to  Wiley  and  D'- 
Albini. 

(c)  The  Watters  Group,  which  received  a  conveyance 
from  the  Conger  Corporation  together  with  an  assign- 
ment of  the  right  of  redemption  were  the  assignees  of 
rights  which  in  equity  belonged  to  the  taxpayer  and 
upon  exercising  the  statutory  right  of  redemption  be- 
came mortgagees  in  possession,  having  the  right  to 
foreclose  against  the  taxpayer  but  being  subject  to  his 
right  to  redeem  upon  payment  of  the  sums  found  to  be 
due  them. 

(d)  The  taxpayer  was  the  beneficial  owner  of  the 
property  subject  to  the  liens  of  the  various  defendants 
who  were  mortgagees  in  possession. 

The  Supreme  Court  ordered  the  proceeding  remanded 
for  an  accounting,  directing  that  the  defendants  were 
entitled  to  (R.  57-58)  : 

1.  Credit  of  $63,711.60  paid  in  redeeming  the  prop- 
erty, plus  interest  at  six  percent  per  annum  from  the 
date  of  payment. 

2.  Credit  of  the  amount  of  the  federal  tax  lien  against 
the  property  with  interest  at  six  percent  per  annum  and 
to  receive  from  the  Collector  the  balance  of  funds  in  his 
hands  over  the  amount  needed  to  satisfy  such  lien. 

3.  Reasonable  fees  for  the  legal  services  performed 
by  Wiley  and  D'Albini  prior  to  and  owing  on  August 
20,  1932,  less  offsets  for  certain  cash  realized  by  Wiley 
and  D'Albini  on  their  sale  to  the  Watters  Group.  De- 
fendants Wiley  and  D  'Albini  were  also  entitled  to  a  lien 
subsequent  to  that  of  the  Watters  Group  for  any  excess 
of  the  attorneys '  fees  remaining  unpaid  after  crediting 
such  cash  offsets. 


Upon  full  accoiintinp^  beiii^  had,  covering  the  matters 
indicated  and  all  dealings  by  the  Watters  ({roup  as  mort- 
gagees in  possession,  the  Supreme  Coui't  of  Oregon  or- 
dered that  a  decree  be  entei-ed  fixing  the  amount,  if  any, 
in  which  the  Murray  ]:>uildiug  would  })e  subject  to  a  lien 
in  favor  of  the  Watters  Group  and  also  fixing  the 
amount,  if  any,  in  which  the  Murray  Building  would  be 
subject  to  a  subsequent  lien  in  favor  of  Wiley  and 
D'Albini  for  attorneys'  fees.  The  decree  was  to  provide 
that,  upon  payment  to  the  Watters  group  and  AViley  and 
D  'Albini  of  the  amounts  of  their  respective  liens,  the  de- 
fendants were  directed  to  reconvey  the  property  to  the 
taxpayer.  In  default  of  such  reconveyance,  the  decree 
was  to  stand  in  lieu  thereof.   (R.  58-59.) 

Thereafter,  the  defendants  petitioned  the  Supreme 
Court  of  Oregon  for  rehearing,  and  on  September  29, 
1942,  that  court  denied  the  petition,  adding  (R.  59) : 

(a)  That  matters  relating  to  the  defendants'  credits 
for  cost  of  management  and  repairs  to  the  Murray 
Building  could  be  determined  only  by  a  subsequent  ac- 
counting and  not  on  the  record  then  before  the  court. 

(b)  That  the  proceeding  w^as  a  suit  by  a  mortgagor 
to  redeem  and  not  by  a  mortgagee  to  foreclose ;  therefore 
the  previous  opinion  was  modified  to  provide  that,  un- 
less the  taxpayer  did  redeem  the  property  from  the  liens, 
the  decree  of  the  Circuit  Court  should  specify  a  reason- 
able time  within  which  he  might  redeem  from  both  liens 
or  be  forever  barred. 

The  matter  was  returned  to  the  Circuit  Court  of  Ore- 
gon, and  hearing  was  held  upon  the  disputed  issues  aris- 
ing from  the  accounting  of  the  defendant  mortgagees  in 
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possession.  The  Circuit  Court  of  Oregon  held  that  (R. 
59-60)  : 

(a)  The  defendants  were  entitled  only  to  interest  at 
six  percent  on  $65,000  paid  to  redeem. 

(b)  The  defendants  were  not  entitled  to  credit  of  the 
$16,500  paid  on  the  tax  foreclosure  sale  but  were  entitled 
to  $3,152.95,  the  amount  of  the  lien,  and  the  expenses  of 
the  public  sale,  together  with  interest  thereon  at  six  per- 
cent per  annum. 

(c)  The  defendants  were  not  entitled  to  credit  for 
fees  for  supervision  of  the  property. 

(d)  The  defendants  were  not  entitled  to  a  credit  for 
premiums  paid  on  insurance  policies  on  the  Murray 
Building  from  which  the  taxpayer  received  no  benefit. 

(e)  The  defendants  were  not  entitled  to  fees  paid  in 
attempting  to  get  a  refund  of  the  excess  paid  to  the  Col- 
lector of  Internal  Revemie  over  the  amount  of  the  lien 
against  the  property. 

(f)  The  defendants  were  not  entitled  to  credit  for 
accounting  expenses  in  preparing  their  account  in  the 
action. 

(g)  The  taxpayer  was  not  entitled  to  surcharge  the 
defendants  for  alleged  mismanagement  of  the  Murray 
Building. 

The  Circuit  Court  found  a  balance  due  on  the  account- 
ing of  rents  and  profits  in  favor  of  the  defendants  and 
entered  judgment  against  the  taxpayer.   (R.  60.) 

Both  parties  appealed  this  decision  to  the  Supreme 
Court  of  the  State  of  Oregon,  which,  by  written  opinion 
dated  January  14,  1947,  reported  as  Murraj)  v.  Wileji, 
180  Ore.  257, 176  P.  2d  243,  affirmed  the  trial  court  in  all 
issues  except  that  it  directed  that  the  decree  be  modified 
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to  provide  that  the  defendants  have  a  lien  upon  the  mort- 
gaged property  in  tlie  amount  of  the  ascertained  bal- 
ance and  eliminated  tlie  personal  judguient  against  the 
taxpayer.  The  cause  was  remanded  to  the  ti-ial  court 
for  a  further  accounting  of  the  rents  and  profits  as  to 
the  period  suhsecpient  to  that  covered  by  t  he  previous  ac- 
counting. The  Circuit  Court  was  again  directed  to  spec- 
ify a  reasonable  time  within  which  the  taxpayer  might 
redeem  from  the  lien  of  the  mortgage  oi*  be  forever 
l)arred  by  the  dismissal  of  his  suit.   (K.  bO-bl.) 

On  or  about  P\^bruary  28,  1947,  the  defendants  served 
u])()n  the  taxpayer  an  accounting  of  the  rents  and  profits 
of  the  property.  The  following  is  a  recapitulation  of  the 
accounting  (R.  61)  : 

Statement  of  Account  PVbruary  28,  1947 

Redemption  Certificate $  65,000.00 

Interest  on  $65,000  at  6%  from  March  23, 

1936,  to  February  28,  1947 42,658.87     $107,658.87 

Collector  of  Internal  Revenue,  tax  lien 3 ,  152.95 

Interest  on  $3,152.95  at  6%  from  April  26, 

1937  to  February  28,  1947 1 ,862.36  5,015.31 

Disbursements,  March  23,  1936,  to  February  28, 

1947 25,501.01 

Interest  at  6%  on  monthly  balances  of  dis- 
bursements, March  23,  1936,  to  February 
28,1947 8,273.31         33,774.32 

Total  disbursements,  March  23,  1936,  to  February 

28,  1947 $146,448.50 

Receipts,  March  23,  1936,  to  February  28,  1947 .. .        102 ,  589 .  45 
Interest  at  6%  on  monthly  balances  of  receipts, 

March  23,  1936,  to  February  28,  1947 33,218.74       135,808. 19 

Balance  February  28,  1947 $  10,640.31 

On  February  28, 1947,  the  taxpayer  paid  to  the  Clerk 
of  the  Circuit  Court  of  the  State  of  Oregon  the  sum  of 
$10,640.81.  Thereupon,  a  final  decree  was  entered,  de- 
claring that  the  taxpayer  had  satisfied  in  full  all  liens 
upon  the  property  and  was  thereby  entitled  to  have  the 
legal  title  reconveyed  to  him.  The  defendants  were  di- 
rected to  reconvev  to  him  \\  ithin  ten  davs  or  have  the 
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reconveyance  occur  througli  operation  of  the  decree. 
(R.  (i2.) 

From  and  after  February  28,  1947,  the  defendants 
surrendered  possession  of  the  Murray  Building  and  the 
rents  were  thereafter  payable  to  the  taxpayer.   (R.  62.) 

From  the  time  he  had  conveyed  the  property  to  his 
attorneys  in  1932  until  he  regained  possession  in  1947, 
none  of  the  rents  from  the  property  were  paid  to  the 
taxpayer.  During  all  this  period,  the  rents  were  paid  to 
those  who  were  in  possession.  The  rents  were  accounted 
for  and  applied  to  the  mortgage  indebtedness  which  the 
Watters  Group  had  paid  when  they  redeemed  the  prop- 
erty, or  to  the  expenses  of  operating  the  property  while 
they  were  in  possession.   (R.  68.) 

During  all  years  here  material,  the  taxpayer  kept  his 
books  and  records,  and  filed  his  income  tax  returns  on 
the  cash  basis.   (R.  53.) 

The  taxpayer  did  not  file  income  tax  returns  for  any 
of  the  years  1937  to  1946,  inclusive,  prior  to  July  15, 
1947.  On  that  date,  he  filed  returns  for  the  years  1937 
to  1946,  inclusive,  in  which  he  reported  business  income 
(consisting  of  rent  on  the  Murray  Building),  deduc- 
tions for  taxes,  repairs  and  depreciation,  and  net  busi- 
ness income  in  the  amounts  shown  by  the  following  tab- 
ulation (R.  62,  63)  : 

And   Other  Business 

Year  Rent  Taxes  Repair  Deprecia-  Net 

Expenses  tion  Income 

1937 $11,225.00  $2,055.78  $      472.22  $2,347.62  $6,349.38 

1938 9,350.00  1,835.86  222.68  2,347.62  4,943.84 

1939 8,125.00  1,941.18  155.63  2,347.62  3,680.57 

1940 8,771.40  1,911.03  733.88  2,347.62  3,778.87 

1941 8,500.00  1,817.13  101.07  2,347.62  4,234.18 

1942 8,100.00  1,808.86  1,182.04  2,347.62  2,761.48 

1943 8,100.00  1,763.72  258.99  2,347.62  3,729,67 

1944 9,450.00  1,944.54  165.71  2,347.62  4,992.13 

1945 10,100.00  2,250.41  39.84  2,347.62  5,462.13 

1946 11,109.32  2,686.23  94.62  2,347.62  5,980.85 

Total $92,830.72     $20,014.74    $3,426.68    $23,476.20    $45,913.10 
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The  rentals  reported  by  the  taxpayer  in  his  returns 
for  1937  to  194(),  inclusive,  as  summarized  in  the  above 
tabulation,  were  the  sums  whicli  were  used  in  the  ac- 
counting approved  by  the  trial  court,  and  the  deduc- 
tions for  taxes,  repairs  and  other  expenses  claimed  in 
such  returns  are  the  sums  included  in  the  accounting 
approved  by  the  court.  However,  through  inadvert- 
ence, only  $155.71  was  deducted  as  repairs  and  other 
expenses  in  the  1944  return  in  lieu  of  $165.71.  (R.  63.) 

On  March  15,  1948,  the  taxpayer  filed  his  federal  in- 
come tax  return  for  the  calendar  year  1947  with  the 
Collector  of  Internal  Revenue,  Portland,  Oregon,  and 
paid  the  amount  of  $9.41,  the  tax  shown  to  be  due 
thereon.  The  reported  business  income  consisted  of 
the  rentals  shown  for  the  months  of  January  and  Feb- 
ruary, 1947,  in  the  accounting  referred  to  above,  and 
the  rentals  thereafter  received  by  the  taxpayer  for  the 
remainder  of  the  year,  depreciation  of  $2,347.62,  and 
an  interest  deduction  in  the  amount  of  $19,575.80,  the 
difference  between  the  interest  credits  and  debits  shown 
in  the  accounting.  (R.  64.) 

The  Commissioner  determined  that  the  gross  rents 
from  the  property  for  the  entire  period  the  taxpayer 
w^as  deprived  of  possession  amounted  to  $102,589.45. 
Interest  on  these  rents  allowed  the  taxpayer  in  the 
accounting  amounted  to  $33,218.74,  resulting  in  total 
gross  receipts  recognized  of  $135,808.19.  Against  these 
credits,  the  taxpayer  was  charged  with  expenses  of 
maintenance  in  the  amount  of  $25,501.01,  and  interest 
on  the  mortgage  and  the  other  disbursements  amount- 
ing to  $52,794.54,  or  an  aggregate  charge  of  $78,295.55. 
Subtracting  these  offsets  from  the  credits  above  ($135.- 
808.19 — $78,295.55),  the  Conmiissioner  determined  that 
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the  effect  of  the  litigation  and  the  accounting  as  shown 
above  resulted  in  ordinary  income  to  the  taxpayer  in 
the  amount  of  $57,512.64.  (R.  69.) 

The  Tax  Court  agreed.  It  held  that  the  taxpayer  had 
realized  ordinary  income  in  the  amount  of  $57,512.64 
in  1947,  as  a  result  of  the  termination  of  the  litigation 
involving  the  Murray  Building.  The  Tax  Court  held 
that  the  taxpayer  did  not  constructively  receive  any  of 
the  rentals  between  the  period  1942  to  1947.  This  con- 
clusion was  based  on  its  findings  that  the  taxpayer  was 
out  of  possession  of  the  Murray  property  until  the  con- 
clusion of  the  accounting  proceeding;  that  he  had  no 
control  over  the  rents  until  he  ultimately  satisfied  the 
balance  in  favor  of  the  mortgagees ;  that  no  rents  were 
set  aside  for  or  made  available  to  him ;  that  until  the 
accounting  proceeding  was  actually  terminated,  there 
was  no  definitive  apportionment  of  the  income  from 
the  property  between  the  taxpayer  and  the  mortgagees 
in  possession,  and  the  taxpayer  had  no  right  to  de- 
mand pajrment  of  the  rents  and  convert  them  to  his 
own  use.  (R.  64,  74.) 

SUMMARY    OF    ARGUMENT 

The  taxpayer  realized  income  when,  in  the  final  ac- 
counting in  the  state  court  litigation,  he  was  credited 
with  the  rents  (and  interest  thereon)  collected  by  the 
mortgagees  in  possession  and  the  sum  thereof  was  ap- 
plied against  the  amount  owing  to  the  mortgagees.  In 
substance,  the  credit  in  the  accounting  procedure  uti- 
lized by  the  state  court  should  be  regarded  as  if  the 
taxpayer  had  recovered  a  judgment  for  the  rents  and 
interest.  Furthermore,  by  i^ajnuent  of  the  balance 
owing  to  the  mortgagees,  as  determined  by  the  final 
accounting,  the  taxpayer  effected  repossession  of  his 
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property  and  thus  procured  for  himself  an  economic 
satisfaction  from  the  application  of  the  credit. 

The  full  amount  of  the  net  rentals  and  interest  re- 
flected in  the  credit  was  taxable  income  in  1947.  The 
taxpayer  was  on  the  cash  basis.  He  did  not  actually  or 
constructively  receive  any  of  the  amounts  in  question 
in  any  prior  year.  The  final  accounting  was  not  con- 
cluded until  1947,  and  the  practical  benefit  to  the  tax- 
payer of  the  credit  in  his  favor  determined  therein  was 
contingent  upon  payment  of  the  balance  owing  to  the 
mortgagees. 

ARGUMENT 

The  Tax  Court  Correctly  Held  That  the  Taxpayer  Realized 
Income  in  1947  in  the  Amount  of  the  Net  Rentals  Credited 
to  Him  in  the  Final  Accounting  in  His  Suit  to  Establish  His 
Right  to   the  Murray   Property  and   the   Profits   Therefrom 

A.  Preliminary 

The  issues  involved  in  this  case  are  simply  (1) 
whether  the  taxpayer  realized  income  in  the  amount 
of  the  net  rentals  credited  to  him  in  the  final  account- 
ing of  his  suit  to  recover  title  and  to  procure  an  ac- 
counting of  profits,  and  (2)  if  so,  when  the  income  was 
realized.  As  to  (1),  the  Tax  Court  lield  that  the  tax- 
payer realized  ordinary  income  in  the  amount  of  ^57,- 
512.64  (R.  64)  "as  a  result  of  the  termination  of  the 
litigation  involving  the  Murray  Building".  In  the 
accounting  ordered  by  the  state  court,  the  taxj^ayer  was 
credited  with  rent  and  interest  for  the  period  from 
1936  until  1947.  In  the  view  of  the  Tax  Court  (R. 
71)- 

The  fact  that  the  rents  were  realized  only  after 
great  delay  and  then  through  the  medium  of  a  ju- 
dicially ordered  accounting  proceeding  doe^  not 
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change  the  character  of  rent  from  a  tax  view- 
point. (Italics  supplied.) 

As  to  (2),  the  Tax  Court  held,  upon  the  following  ra- 
tionale (R.  73-74),  that  the  full  amount  of  the  net  rent- 
als was  taxable  in  1947  to  the  cash  basis  taxpayer: 
Until  the  accounting  procedure  was  actually  termi- 
nated in  1947,  there  was  no  definitive  apportionment  of 
the  income  from  the  property  between  the  taxpayer  and 
the  mortgagees  in  possession.  The  taxpayer  was  still 
out  of  possession.  He  had  no  control  over  the  rents 
until,  pursuant  to  the  state  court  decree,  he  ultimately 
satisfied  the  balance  in  favor  of  the  mortgagees.  Prior 
to  1947,  he  had  no  right  to  demand  payment  of  the  rents 
from  the  property  and  convert  them  to  his  own  use. 
During  the  period  1942  to  1947,  the  rents  were  not  set 
aside  for  or  made  available  to  him.  He  was  therefore 
(R.  74)  ''not  in  constructive  receipt  of  the  rents  from 
his  property  during  the  period  involved  in  the  ac- 
counting'^ 

As  the  Tax  Court  has  noted,  and  as  the  protracted 
state  court  litigation  involving  the  Murray  property 
indicates,  this  case  (R.  QQ)  "involves  the  tax  treat- 
ment of  a  rather  complicated  real  estate  transaction". 
Nevertheless,  the  facts  i^ertinent  to  a  consideration  of 
the  issues  here  present  a  relatively  simple  picture.  In 
1928,  the  taxpayer  *  executed  a  first  mortgage  on  the 
property  in  question.  In  1932,  he  conveyed  the  prop- 
erty to  the  Conger  Corporation,  the  alter  ego  of  at- 
torneys to  whom  he  was  indebted.  In  1935,  the  first 
mortgagee  foreclosed  and  bought  in  the  property  for 


*  Since  the  taxpayer's  wife  died  in  1938,  and  he  succeeded  to 
her  interest  in  the  Murray  property,  the  facts  are  related  as  if 
the  taxpayer  alone  was  involved. 
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approximately  $57,000.  Tn  1936,  the  Conger  Corpora- 
tion gave  notice  of  an  intention  to  redeem.  On  tfie  last 
day  of  the  redemption  period,  however,  it  assigned  the 
right  of  redemption  and  delivered  a  deed  to  the  Wat- 
ters  Group.  The  Watters  Group  thereupon  redeemed 
the  i)roperty  hy  payment  of  approximately  $63,000, 
and  entered  into  possession.  Subsequently,  at  public 
sale,  it  paid  off  a  federal  income  tax  lien  on  the  prop- 
erty. It  claimed  to  be  the  owners  in  fee  of  the  ])roperty, 
free  from  any  claim  of  the  taxpayer.  In  1938,  the  tax- 
payer commenced  suit  to  establish  his  ownership  of 
the  property  and  to  require  the  defendants  (the  at- 
torneys and  the  members  of  the  Watters  Group)  to 
render  an  accounting.  In  1940,  the  state  court  held 
against  the  taxi)ayer,  and  he  appealed.  On  June  30, 
1942,  the  Supreme  Court  of  Oregon  (Murray  v.  Wiley, 
169  Ore.  381, 127  P.  2d  112)  reversed  the  Circuit  Court, 
holding,  in  effect,  that  the  Watters  Group  were  mort- 
gagees in  possession,  that  the  taxpayer  was  the  bene- 
ficial owner  of  the  property,  and  that  upon  payment  of 
the  amounts  of  the  liens  of  the  defendants  he  was  en- 
titled to  a  reconveyance  of  the  property.  The  case  was 
remanded  for  a  full  accounting,  covering,  among  other 
things,  all  dealings  by  the  AVatters  Group  as  mortga- 
gees in  possession.  The  Circuit  Court  subsequently  de- 
termined that  there  was  a  balance  due  on  the  account- 
ing of  rents  and  profits  in  favor  of  the  defendants  and 
it  entered  judgment  against  the  taxpayer.  This  de- 
cision was  appealed  by  both  parties.  On  January  14, 
1947,  the  Supreme  Court  of  Oregon,  in  Murray  v. 
Wiley,  180  Ore.  257,  176  P.  2d  243,  sustained  the  lower 
court's  accounting  conclusions,  and  remanded  for  an 
additional  accounting  t(^  bring  the  decree  up  to  date. 
The  final  accounting  showed  that  for  the  over-all  period 
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from  March  23,  1936,  to  February  28,  1947,  the  tax- 
payer owed  the  Watters  Group  the  sum  of  $10,640.31. 
On  the  latter  date,  the  taxpayer  paid  this  amount  and 
entered  into  possession  of  the  Murray  property.  Pur- 
suant to  the  mandate  of  the  Supreme  Court,  the  Cir- 
cuit Court  thereupon  entered  a  final  decree  declaring 
that  the  taxpayer  had  fully  satisfied  all  liens  upon  the 
property  and  was  entitled  to  reconveyance  of  the  legal 
title. 

B.  The  cmiount  of  the  net  rentals  credited  to  the  tax- 
payer in  the  final  accounting  constituted  his  tax- 
able income 

In  arriving  at  the  balance  of  $10,640.31  in  favor  of 
the  defendants  in  the  state  court  litigation,  it  is  im- 
disputed  that  the  taxpayer  was  credited  with  the  sum 
of  $135,808.19,  representing  gross  rents  collected  by  the 
mortgagees  in  possession,  plus  interest,  for  the  period 
March  23,  1936,  to  February  28,  1947.  Items  totaling 
$78,295.55  constituted  proper  charges  against  gross 
rents  for  the  same  period.  These  were  maintenance 
expenses  ($25,501.01)  paid  by  the  mortgagees  in  i:>os- 
session,  and  interest  thereon  ($8,273.31)  ;  interest  on 
the  $3,152.95  lien  ($1,862.36)  ;  and  interest  on  the 
amount  paid  by  the  mortgagees  in  possession  in  the  ex- 
ercise of  the  equity  of  redemption  ($42,658.87).  (R. 
61,  69.)  Accordingly,  the  amount  of  the  net  rentals 
credited  to  the  taxpayer  in  the  final  accounting  ($135,- 
808.19  minus  $78,295.55)  was  $57,512.64. 

The  Tax  Court  correctly  concluded  that  this  amount, 
''without  question"  (R.  71),  was  ordinary  income  to 
the  taxpayer.  An  elementary  principle  in  taxation  is 
that  tax  consequences  must  depend  on  the  substance  of 
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a  transaction,  notwithstanding^  the  form  in  which  it  is 
cast.  Realities  are  to  control  and  the  form  may  be 
pierced  to  get  at  the  real  substance  and  effect  of  what 
has  been  done.  Cf .  Gregory  v.  Helvering,  293  U.  8.  465, 
470;  Griffiths  v.  Commissioner,  308  U.  S.  355;  Harrison 
^'.  Schaffner,  312  U.S.  579;  Commissioner  v.  Court 
Holding  Co.,  324  U.  S.  331 ;  Bazley  v.  Commissioner,  331 
U.  S.  737.  Thus,  despite  the  fact  that  in  the  state  court 
proceedings  judgment  for  $10,640.31  was  entered  for 
the  defendants  only,  a  proper  analysis  of  the  final  ac- 
counting leading  up  to  the  decree  requires  the  conclu- 
sion that  the  taxpayer  in  effect  recovered  in  the  litiga- 
tion the  sum  of  $135,808.19,  of  which  $57,512.64,  rep- 
resenting net  rentals  i)lus  interest,  was  taxable  as  ordi- 
nary income  under  Section  22  (a)  of  the  Internal  Reve- 
nue Code  of  1939  (Appendix,  infra).  If,  for  example, 
the  rents  collected  by  the  mortgagees  in  possession,  plus 
interest,  had  exceeded  the  amounts  of  the  liens  in  their 
favor,  and  a  judgment  for  the  difference  had  been  en- 
tered in  favor  of  the  taxpayer,  it  could  hardly  be  de- 
nied that  the  recovery,  to  the  extent  it  reflected  net 
rentals  plus  interest,  was  ordinary  income.  And  if, 
pursuant  to  the  final  accounting  and  decree  in  this  case, 
there  had  been  an  exchange  of  checks  between  the  tax- 
payer and  the  defendants,  and  the  taxpayer  had  been 
paid  directly  the  sum  of  $135,808.19,  it  would  have  been 
made  unnecessarily  obvious  that  the  taxpayer  was  re- 
covering rents  and  interest. 

But,  as  the  Tax  Court  observed  (R.  71),  the  fact  that 
the  recovery  was  effected  through  the  mechanics  of  the 
judicially  ordered  accounting  proceeding,  in  which  it 
was  determined  that  the  amount  owing  by  the  taxpayer 
exceeded  the  amount  owing  to  him,  does  not  alter  the 
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character  as  rents  of  what  was  in  essence  the  taxpayer's 
recovery.  Of.  Brown  v.  Comynissioner  (C.A.  7th),  de- 
cided March  2,  1955  (1955  P.H.,  par.  72,468);  Palm 
Beach  Aero  Corp.  v.  Commissioner,  17  T.C.  1169;  Hyde 
Park  Realty  v.  Commissioner,  211  F.  2d  462  (C.A.  2d). 
In  Brown  v.  Commissioner,  supra,  for  example,  it  was 
held  that  certain  amounts  credited  by  a  lessor  to  a  lessee 
constituted  the  lessor's  income,  as  rents,  where  the 
lessee  had  improved  the  demised  premises  under  the 
provisions  of  a  lease  which  provided  that  the  lessor 
would  pay  for  part  of  the  improvements  by  crediting 
the  lessee  for  rental  due  under  the  lease. 

The  only  practical  and  realistic  view  of  the  final  ac- 
counting in  the  state  court  litigation  in  the  instant  case 
is  to  regard  it  as  if  the  full  amount  of  the  rents  and  in- 
terest had  first  been  paid  over  to  the  taxpayer,  and  then 
applied  by  him  against  the  amounts  of  the  mortgagees' 
liens  on  the  property,  or,  in  other  words,  as  if  the  state 
court  had  rendered  a  separate  judgment  for  the  tax- 
payer. In  this  proper  light,  it  follows  that  the  tax- 
payer realized  income.  The  taxability  of  what  is  in 
essence  the  principal  amount  of  the  recovery  in  a  law 
suit  depends  upon  the  nature  of  the  claim  asserted  and 
the  basis  of  recovery.  If,  as  was  undeniably  the  situa- 
tion here,  the  claim  is  for  rents  and  profits,  the  recovery 
constitutes  gain — a  substitute  for  what  otherwise  might 
have  been  earned — and  is  taxable.  H.  Liebes  d  Co.  v. 
Commissioner,  90  F.  2d  932,  935  (C.A.  9th) ;  Raytheon 
Production  Corp.  v.  Commissioner,  144  F.  2d  110,  113 
(C.A.  1st),  certiorari  denied,  323  U.  S.  779;  Trii^lex 
Safety  Glass  Co.  v.  Latchum,  44  F.  Supp.  436  (Del.), 
affirmed,  131  F.  2d  1023  (C.A.  3d) ;  Arcadia  Refining 
Co.  V.  Commissioner,  118  F.  2d  1010,  1011  (C.A.  5th) ; 
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Swastika  Oil  <&  Has  Co.  v.  Commissioner,  123  F.  2(1  382 
(C.A.  ()th),  certiorari  denied,  317  U.  S.  0*39;  Durkre  v. 
Commissioner,  162  F.  2d  184  (C.A.  6th);  Burnet  v. 
Sanford  d  Brooks  Co.,  282  I  J.  S.  359,  363-364;  United 
States  V.  .SV^f^^  6'ar  Heating  Co.,  297  U.  S.  88,  93-94; 
Hort  V.  Commissioner,  313  U.  S.  28,  30-31. 

There  is  an  additional  and  equally  cogent  reason  why 
the  Tax  Court's  conclusion  that  the  taxpayer  realized 
income  in  the  amount  of  $57,512.64  must  be  sustained. 
Section  22  (a)  of  the  Code,  as  has  been  frequently  noted, 
was  drafted  in  the  broadest  iwssible  terms,  and  encom- 
passes the  full  sweep  of  the  constitutional  power  of 
Congress  to  tax  income  from  whatever  source  derived. 
Irwin  V.  Gavit,  268  U.  S.  161,  166;  Douglas  v.  WiUcuts, 
296  U.  S.  1,  9 ;  Helvering  v.  Midland  Ins.  Co.,  300  U.  S. 
216,  223;  Helvering  v.  Clifford,  309  U.  S.  331,  334; 
Helvering  v.  Stuart,  317  U.  S.  154,  169,  rehearing  de- 
nied, 317  U.  S.  602 ;  Commissioner  v.  Smith,  324  U.  S. 
177, 181,  rehearing  denied,  324  U.  S.  695.    A  realization 
of  taxable  income  is  not  confined  to  instances  where 
cash  is  received,  either  actually  or  constructively.    Sec- 
tion 22  (a)  is  broad  enough  to  include  an  economic  or 
financial  benefit  conferred,  whatever  the  form  or  mode 
by  which  it  is  effected.    Commissioner  v.  Smith,  supra, 
p.  181;  Helvering  v.  Bruun,  309  U.  S.  461;  Old  Colony 
Tr.  Co.  V.  Commissioner,  279  U.  S.  716,  729.    As  stated 
in  Helvering  v.  Horst,  311  U.  S.  112,  lie- 
But  the  rule  that  income  is  not  taxable  until  real- 
ized has  never  been  taken  to  mean  that  the  tax- 
payer, even  on  the  cash  receipts  basis,  who  has 
fully  enjoyed  the  benefit  of  the  economic  gain  rep- 
resented by  his  right  to  receive  income,  can  escape 
taxation  because  he  has  not  himself  received  pay- 
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ment  of  it  from  his  obligor.  *  *  *  This  [realiza- 
tion] may  occur  when  he  has  made  such  use  or 
disposition  of  his  power  to  receive  or  control  the 
income  as  to  procure  in  its  place  other  satisfactions 
ivJiich  are  of  economic  worth.     (Italics  supplied.) 

In  the  instant  case,  it  is  clear  that  the  application  of 
the  credit  for  rents  and  interest  against  the  amount 
owing  to  the  mortgagees  in  possession  conferred  an 
economic  benefit  upon  the  taxpayer  and  procured  for 
him  a  satisfaction  of  economic  worth.  The  Supreme 
Court  of  Oregon  had  determined  that  the  taxpayer  was 
entitled  to  a  reconveyance  of  the  Murray  property,  but 
only  upon  payment  of  the  amount  determined  by  the 
accounting  to  be  due  the  mortgagees  in  possession.  It 
was  not  mandatory  for  the  taxpayer  to  pay  the  balance 
owing  according  to  the  final  accounting,  and  to  re- 
possess the  property.  In  fact,  the  Supreme  Court  had 
expressly  provided  that  if  the  taxpayer  defaulted  in 
the  payment  of  the  balance  of  $10,640.31,  the  Circuit 
Court  was  to  specify  a  reasonable  time  within  which 
the  taxpayer  might  redeem  or  be  forever  barred  by  the 
dismissal  of  his  suit.  But,  immediately  upon  service 
of  the  final  accounting,  the  taxpayer  paid  the  $10,640.31 
into  court.  When  this  was  done,  the  full  amount 
credited  to  him  in  the  accounting  and  applied  against 
the  amount  of  the  mortgagees'  liens,  procured  for  him 
the  repossession  of  his  property.  This  was  an  economic 
satisfaction  (cf.  Brown  v.  Commissioner,  supra),  and 
to  the  extent,  in  effect,  that  the  taxpayer  thus  made 
use  of  his  right  to  receive  or  control  the  rents  and  in- 
terest credited  to  him,  he  realized  taxable  income. 

The  essence  of  the  taxpayer's  argument  (Br.  16-25) 
is  that  the  amounts  of  rents  and  interest  credited  to  the 
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taxpayer  in  the  final  accounting  do  not  constitute  tax- 
able income  because  the  tax[)ayer  had  no  personal  liahil- 
itji  for  the  balance  determined  to  be  owing  to  the  mort- 
gagees. In  this  regard,  the  taxpayer  attempts  to  ai)ply 
the  principle  that  no  taxable  income  results  from  the 
cancellation  of  an  indebtedness  which  is  not  the  per- 
sonal obligation  of  the  taxpayer  involved.  But  this 
principle  is  not  ap])licable  here.  This  case  does  not  in- 
volve a  cancellation  of  indebtedness,  but,  more  ac- 
curately and  realistically,  the  receipt  of  amounts  owing 
by  the  mortgagees  to  the  taxpayer  (in  effect  received 
by  the  taxpayer  through  the  accounting  device  as  tax- 
able rents  and  interest)  and  their  application  against 
the  larger  amount  owing  by  the  taxpayer  to  the  mort- 
gagees. Viewed  in  this  light,  the  fact  that  the  tax- 
payer was  not  personally  responsible  for  the  pa3rment 
of  the  $10,640.31  balance  owing  to  the  mortgagees  is  im- 
material. The  fallacy  of  the  taxpayer's  approach  is 
that  it  ignores  completely  the  substance  of  the  account- 
ing transaction  as  we  have  described  it  above,  and,  in 
effect,  makes  the  end  result  of  the  accounting  jDrocedure 
controlling. 

The  taxpayer  relies  heavily  (Br.  23-25)  upon  Hilpert 
\.  Commissioner,  151  P.  2d  929  (C.A.  5th).  In  that 
case,  the  Tax  Court  {Hilpert  v.  Commissioner,  4  T.C. 
473),  Judge  Arundell  dissenting,  had  held,  among  other 
things,  that  a  certain  sum  representing  net  rentals  re- 
ceived by  a  mortgagee  and  allowed  to  the  mortgagor  by 
the  court  as  a  credit  on  redemption  was  ordinary  income 
to  the  mortgagor  as  a  (p.  477) — 

species  of  postponed  or  delayed  income — the  net 
proceeds  from  the  rental  of  property  covering  a 
number  of  years — w^hich,  due  to  the  peculiar  cir- 
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cumstances,  was  received  in  accumulated  form  in 
the  tax  year  in  issue. 

The  Court  of  Appeals  reversed,  but,  as  Judge  Ar^m- 
dell  Mmself  has  pointed  out  in  the  instant  case  (R.  72- 
73)-  J 

There  were  circumstances  in  the  Hilpert  case 
which  influenced  the  Fifth  Circuit  considerably  in 
reversing  our  decision  in  that  case.  For  example, 
Hilpert  had  treated  the  original  transfer  of  the 
property  to  his  mortgagee  as  a  sale  and  had  paid 
a  tax  accordingly.  He  also  sold  the  property  after 
having  successfully  contended  before  the  Florida 
courts  that  the  original  transfer  was  a  mortgage 
and  not  a  sale,  and  he  paid  another  tax  on  that 
transaction.  The  Fifth  Circuit  observed  that  the 
practical  effect  of  our  decision  was  to  tax  the  same 
sale  twice.  The  facts  which  influenced  the  Court  of 
Appeals  in  the  Hilpert  case  are  absent  in  the  in- 
stant proceedings  and  we  do  not  think  that  that  de- 
cision shotdd  he  regarded  as  at  all  binding  on  us. 
(Italics  supplied.) 

Even  in  the  absence  of  the  facts  in  the  Hilpert  case 
which  persuaded  the  court  to  rule  against  the  Com- 
missioner on  the  issue  common  to  that  case  and  the  in- 
stant case,  we  would  submit  that  the  Hilpert  decision 
should  not  be  followed,  and  that  the  dissenting  view  of 
Judge  Hutcheson  therein  (p.  934),  sustaining  on  prin- 
ciple the  taxability  of  the  credit  to  the  mortgagor,  is 
the  correct  view. 
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C.  The  full  amount  of  the  net  rentals  and  interest  cred- 
ited to  the  taxpayer  in  the  final  accounting  consti- 
tuted his  taxable  income  in  1947 

The  taxpayer  was  on  the  cash  basis.  As  observed  in 
Nittcrhouse  v.  United  States,  207  F.  2d  618,  619  (C.A. 
3d),  certiorari  denied,  347  U.S.  943,  rehearing  denied, 
347  U.S.  970,  it  needs  no  collection  of  authority  to  estab- 
lish the  proposition  that  taxpayers  on  a  cash  basis  pay 
income  tax  on  what  they  have  received  during  a  taxable 
year.  Prior  to  1947,  however — when,  in  effect  the  $57,- 
512.64  was  for  the  first  time  brought  under  his  control 
by  his  satisfaction  of  the  balance  in  favor  of  the  mort- 
gagees— it  is  clear  that  the  taxpayer  had  not  himself 
actually  received  the  amounts  in  question.  Nor  had  he 
received  them  constructively,  as  he  now  apparently  con- 
cedes. (Br.  27.)  True,  the  1942  decision  of  the  Supreme 
Court  of  Oregon  esta})lished  that  the  taxpayer  was  the 
beneficial  owner  of  tlie  Murray  property  and  directed  its 
reconveyance  to  him,  but  this  was  to  be  done  only  after 
an  accounting  had  established  the  balance  owdng  to  the 
defendants  in  the  litigation  and  upon  the  payment  of 
that  balance  by  the  taxpayer.  Thus,  as  the  Tax  Court 
observed  (R.  74)  : 

Until  the  accounting  proceeding  was  actually  ter- 
minated [in  1947],  there  was  no  definitive  appor- 
tionment of  the  income  from  the  property  between 
the  petitioner  and  the  mortgagees  in  possession,  and 
petitioner  had  no  right  to  demand  payment  of  the 
rents  from  the  i)roperty  and  convert  them  to  his 
ow^n  use. 

In  the  circumstances,  the  taxpayer  was  not  in  construc- 
tive receipt  of  the  rents  from  his  property  at  any  time 
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from  1942  to  1947.  They  had  not  been  credited  to  or  set 
apart  for  him  or  made  available  for  him  to  draw  upon 
without  substantial  limitation  or  restriction  as  to  the 
time  or  manner  of  paj^ment  or  condition  upon  which 
payment  was  to  be  made,  and,  until  1947,  their  receipt 
was  not  brought  within  his  own  control  and  disposition. 
Treasury  Regulations  111,  Sec.  29.42-2,  Appendix, 
infra. 

Furthermore,  until  1947,  when  the  taxpayer  actually 
paid  the  accounting  balance  of  $10,640.31  to  the  mort- 
gagees, it  was  not  at  all  certain  that  he  would  derive  any 
economic  satisfaction  and  thus  realize  any  income  from 
the  application  of  the  rents  and  interest  to  the  amount 
of  the  liens  on  the  property.  This  was  apparent  from 
the  order  of  the  Supreme  Court  of  Oregon  in  1942  (R. 
59),  and  again  in  1947  (R.  61),  that  unless  the  taxpayer 
redeemed  the  property  from  the  liens  of  the  mortgagees, 
a  reasonable  time  should  be  specified  within  which  the 
taxpayer  might  redeem  or  be  forever  barred  by  the  dis- 
missal of  his  suit.  Thus,  not  only  was  the  amount  of  the 
taxpayer's  credit  uncertain  until  1947,  but  the  actual 
credit  itself  was  contingent  upon  payment  of  the  bal- 
ance owing  to  the  mortgagees.  As  the  Tax  Court  ob- 
served (R.  74),  the  taxpayer  could  not  have  been  com- 
pelled to  pay  a  tax,  during  the  period  from  1942  to  1947, 
"on  something  that  he  might  never  receive."  Cf.  North 
American  Oil  v.  Burnet,  286  U.S.  417,  423.  Accordingly, 
the  Tax  Court  was  correct  in  holding  that  the  full  i 
amount  of  the  net  rentals  and  interest  constituted  taxa- 
•/"ble  income  ©«t  its  entirety  in  1947,  when,  upon  termina- 
tion of  the  accounting  proceeding,  there  was  a  definitive 
apportionment  of  the  income  from  the  property  between  i 
the  taxpayer  and  the  mortgagees  in  possession,  and  i 
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when  the  contingency  for  the  realistic  application  of  the 
credit  to  the  taxpayer  was  met.  Cf.  United  States  v. 
Safety  Car  Heathuj  Co.,  297  U.S.  88,  93-94,  rehearing 
denied,  297  U.S.  727;  Lucas  v.  American  Code  Co,,  280 
U.S.  445, 451, 452 ;  North  American  Oil  v.  Burnet,  supra ; 
Lucas  V.  North  Texas  Co.,  281  U.S.  11,  13;  Burnet  v. 
Sanford  &  Brooks  Co.,  282  U.S.  359,  363;  iJarfeor  Ply- 
wood Corp.  V.  Commissioner,  14  T.C.  158,  161,  affirmed 
per  curiam,  187  F.  2d  734  (C.A.  9th) ;  H.  Liehes  &  Co.  v. 
Commissioner,  90  F.  2d  932  (C.A.  9th) ;  Boston  Ele- 
vated Railway  Co.  v.  Commissioner,  16  T.C.  1084,  1105. 
In  Nitterhouse  v.  United  States,  supra,  condemnation 
proceedings  were  started  in  1943,  and  in  1944  the  United 
States  deposited  the  sum  of  $5,370  (an  amount  exceed- 
ing the  taxpayer's  basis  for  the  land)  in  the  court's  reg- 
istry on  account  of  just  compensation  to  be  awarded  the 
taxpayer  in  the  i)roceedings.  In  1946,  the  taxpayer  re- 
ceived a  judgment  for  $18,825  and  was  paid  the  princi- 
pal sum  and  interest  in  that  year,  which  was  held  to  be 
the  taxable  year.  The  taxpayer  claimed  that  a  portion 
of  the  gain  allocable  to  the  amount  deposited  in  1944 
should  be  considered  as  1944  income.  The  Court  of  Ap- 
peals rejected  the  contention,  .stating  (p.  620) : 

I*  *  *  we  do  not  think  that  this  deposit  was  available 
1  to  the  taxpayer  at  his  will  only.  To  withdraw  it 
would  have  required  a  court  order.  And  to  get  that 
order  the  petitioner  would  have  to  show  that  he  had 
a  clear  title  to  the  land  free  from  tax  and  judgment 
■        liens  and  so  on. 

Similarly,  in  the  instant  case,  the  taxpayer's  right  to 
any  rentals  and  interest  rested  not  only  upon  an  adjudi- 
cation as  to  his  ownership  of  the  property  but  also,  as  a 
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condition  precedent,  upon  his  compliance  with  the  de- 
cree to  pay  to  the  defendants  the  amount  owing  to  them, 
as  determined  by  the  final  accounting. 

The  gist  of  the  taxpayer's  argument  is  that  he  did  ac- 
tually receive  the  rents  in  question  because  the  mort- 
gagees in  possession  collected  them  as  his  agent.  But 
the  taxpayer  does  not  spell  out  the  facts  purporting  to 
establish  an  agency  in  this  case,  and  indeed,  they  do  not 
exist.  For  although  it  may  be  true  that  under  Oregon 
law  the  mortgagees  in  possession  were  required  to  apply 
the  rentals  collected  against  the  lien  indebtedness,  the 
imposition  by  law  of  this  limitation  upon  their  disposi- 
tion of  the  rents  collected  did  not,  ipso  facto,  create  an 
agent-principal  relationship  between  them  and  the  tax- 
payer. Agency  is  a  relationship  which  results  from  the 
manifestation  of  consent  by  one  person  to  another  that 
the  other  shall  act  on  his  behalf  and  subject  to  his  con- 
trol and  consent  by  the  other  so  to  act.  1  Restatement  of 
the  Law  of  Agency,  Section  1.  The  situation  in  the 
instant  case  obviously  does  not  meet  these  qualifications. 
In  this  connection,  the  cases  cited  to  support  the  tax- 
payer's hypothesis  of  agency  (Br.  29)  are  inapplicable. 
Analysis  of  their  facts  clearly  shows  that  in  the  claimed 
taxable  years  either  a  true  agent-principal  relationship 
existed,  or  the  taxpayer  had  constructively  received  the 
amounts  in  question,  or  the  amounts  collected  were  used 
to  discharge  a  personal  obligation  of  the  taxpayer  in- 
volved. For  example,  in  Hopkins  v.  Commissioner,  41 
B.T.A.  1292,  discussed  by  taxpayer  at  some  length 
(Br.  30-31),  there  was  an  express  agreement  whereby 
one  party  was  to  retain  possession  of  stock  purchased 
for  the  taxpayer  as  security  against  moneys  advanced. 
Dividends  paid  on  the  stock  were  explicitly  found  to 
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have  been  collected  by  that  party    for   the    taxpayer 

(p.  1298) : 

The  Griffiths  and  the  Guardian  were  *  *  *  nothing 
more  nor  less  than  agents  of  the  petitioner  to  collect 
the  income  from  the  Buckeye  stock  and  apply  it  as 
far  as  necessary  to  the  discharge  of  the  petitioner's 
obligations.  *  *  *  (Italics  supplied.) 

Nor  do  the  so-called  claim  of  right  cases  cited  by  the 
taxpayer  (Br.  34,  35)  have  any  application  here.  Tax- 
ability under  the  principle  announced  in  those  cases 
turns  upon  the  actual  receipt  of  income  in  the  taxable 
period  involved,  with  no  restriction  as  to  disposition, 
but  subject  to  repayment  in  a  sid^sequent  period.  How- 
ever, in  the  instant  case  there  was  no  receipt  of  income 
— actual,  constructive  or  through  an  agent — and,  in- 
deed, no  realization  of  income  imtil  1947,  w^hen  the 
amount  to  which  the  taxpayer  was  entitled  as  a  credit 
in  the  accounting  became  fixed  and  certain,  and  when, 
because  of  his  com23liance  with  the  mandate  of  the  court 
to  pay  over  the  balance  to  the  mortgagees  as  a  condition 
of  reconveyance,  he  acquired  in  effect,  for  the  first  time, 
the  (R.  74)  "right  to  demand  payment  of  the  rents  from 
the  property  and  convert  them  to  his  own  use." 

CONCLUSION 

The  decision  of  the  Tax  Court  is  correct  and  should 
therefore  be  affirmed. 

Respectfully  submitted, 
■  H.  Brian  Holland, 

W  Asfiistant  Attorney  General. 

Ellis  N.  Slack, 
Meyer  Rothwacks, 
Special  Assistants  to  tlie 
March,  1955.  Attorney  General. 
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APPENDIX 

Internal  Revenue  Code  of  1939: 

Sec.  22.  Gross  Income. 

(a)  General  Befinition. — "Gross  income"  in- 
cludes gains,  profits,  and  income  derived  from 
salaries,  wages,  or  compensation  for  personal 
service,  of  whatever  kind  and  in  whatever  form 
paid,  or  from  professions,  vocations,  trades, 
businesses,  commerce,  or  sales,  or  dealings  in 
property,  whether  real  or  personal,  growing  out 
of  ownership  or  use  of  or  interest  in  such  prop- 
erty; also  from  interest,  rent,  dividends,  securi- 
ties, or  the  transaction  of  any  business  carried 
on  for  gain  or  profit,  or  gains  or  profits  and  in- 
come derived  from  any  source  whatever.  *  *  * 

*  *  *  *  * 
(26  U.S.C.  1952  ed..  Sec.  22.) 

Sec.  42  [as  amended  by  Sec.  114,  Revenue  Act 
of  1941,  c.  412,  55  Stat.  687].  Period  In  Which 
Items  of  Gross  Income  Included. 

(a)  General  Rule. — The  amount  of  all  items 
of  gross  income  shall  be  included  in  gross  in- 
come for  the  taxable  year  in  which  received  by 
the  taxpayer  unless,  under  methods  of  account- 
ing permitted  under  section  41,  any  such 
amounts  are  to  be  properly  accounted  for  as  of 
a  different  period.  *  *  * 

*  »  *  »  » 
(26  U.S.C.  1952  ed.,  Sec.  42.) 
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Tn^asiiry  Regulations   111,  promulgated  under  the 
Internal  Revenue  Code  of  19:i9: 

See.  29.42-1.  When  Included  in  Ciross  Income. — 
(a)  In  (jener(d. —  Kxeept  as  otherwise  ])rovided  in 
section  42,  gains,  i)r()fits,  and  income  are  to  he  in- 
cluded in  the  gross  income  for  the  taxable  year  in 
which  they  are  received  by  the  taxpayer,  unless 
they  are  included  as  of  a  different  period  in  ac- 
cordance with  the  ap])roved  method  of  accounting 
followed  by  him.  *  *  *  If  a  i)erson  sues  in  one 
year  on  a  pecuniary  claim  or  for  property,  and 
money  or  property  is  recovered  on  a  judgment 
therefor  in  a  later  year,  income  realized  in  the 
later  year,  assuming  that  the  money  or  jjroperty 
would  have  been  income  in  the  earlier  year  if  then 
received.  *  *  * 

Sec.  29.42-2.  Income  Not  Reduced  to  Possession. 
— Income  which  is  credited  to  the  account  of  or 
set  apart  for  a  taxpayer  and  which  may  be  drawn 
upon  by  him  at  any  time  is  subject  to  tax  for  the 
year  during  which  so  credited  or  set  apart,  al- 
though not  then  actually  reduced  to  possession. 
To  constitute  recei])t  in  such  a  case  the  income 
must  be  credited  or  set  a])art  to  the  taxpayer  with- 
out any  substantial  limitation  or  restriction  as  to 
the  time  or  manner  of  payment  or  condition  upon 
which  payment  is  to  be  made,  and  must  be  made 
available  to  him  so  that  it  may  be  drawn  at  any 
time,  and  its  receipt  brought  within  his  own  con- 
trol and  disposition.  *  *  * 

a   U.     S.     SOVERNMENT    PRINTINS    OFFtCi      I9>l  mt»»  HI? 


No.  14579 


United  States 

COURT  OF  APPEALS 

for  the  Ninth  Circuit 


E.  J.  MURRAY, 

Petitioner, 

V. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 


PETITIONER'S  REPLY  BRIEF 


Petition  to  Review  a  Decision  oi  the  Tax  Court 
of  the  United  States 


F  1  L  E  C 

APR  18  1955 

PAUL  P.  O'BRIEN,  CU 


Frederick  H.  Torp, 
Cleveland  C.  Cory, 

1410  Yeon  Building, 

Portland  4,  Oregon, 

Attorneys  for  Petitioner. 


•TBVBNS-NBSS  LAW  PUB.  CO..  PORTUAND.  ORE.  4-55 


SUBJECT  INDEX 

Page 

I — Petitioner  did  not  realize  taxable  income  from  the 

Murray  v.  Wiley  litigation 1 

II — If  taxable  at  all,  the  full  amount  of  the  net  rentals 
and  interest  credited  to  petitioner  did  not  con- 
stitute taxable  income  in  1947  5 

Conclusion    8 


TABLE  OF  CASES 

Page 

Caro  V.  Wollenberg,  83  Or.  311,  163  P.  94 5 

Davis  V.  Penfield,  205  F.  (2d)  798  (C.A.  5) 4 

Hilpert  V.  Commissioner,  151  F.  (2d)  929  (C.A.  5)- 4 

Investors  Syndicate  v.  Smith,  105  F.  (2d)  611  (C.A. 
9)  5 

Parkford  v.  Commissioner,  133  F.  (2d)  249  (C.A.  9), 
cert.  den.  319  U.S.  741,  63  S.  Ct.  1029,  87  L.  Ed. 
1698    7 

Russell  V.  Southard,  12  How.  139,  13  L.  Ed.  927 6 

Tressler,  S.  B.,  T.C.  Memo  Docket  Nos.  29044  and 
35129  (1953)  (Sec.  53.111  P.H.  Memo  T.C.  53- 
353)    6 

TEXTBOOKS 

36  American  Jurisprudence  (Mortgages,  Sec.  301), 
p.  841  .- 6 

59  Corpus  Juris  Secundum  (Mortgages,  Sec.  318), 
p.  427  6 

2  Mertens,  Law  of  Federal  Income  Taxation,  Sec. 
11.19,  p.  79... .     3 

Restatement  of  Agency  (Vol.  1,  Sec.  15,  p.  23) 6| 


No.  14579 


United  States 

COURT  OF  APPEALS 

for  the  Ninth  Circuit 


E.  J.  MURRAY, 
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PETITIONER'S  REPLY  BRIEF 


Petition  to  Review  a  Decision  of  the  Tax  Court 
of  the  United  States 


I. 

Petitioner  did  not  realize  taxable  income 
from  the  Murray  v.  Wiley  litigation. 

Respondent  attempts  to  sustain  the  decision  of  the 
Tax  Court  that  petitioner  realized  taxable  income  from 
the  Murray  v.  Wiley  litigation  on  two  theories:  (1)  that 
petitioner  procured  for  himself  "an  economic  benefit 
from  the  application  of  the  credit"  in  the  judicial  ac- 
counting,  and    (2)    that   ''the   credit   in   the   accounting 


procedure  utilized  by  the  state  court  should  be  regarded 
as  if  the  taxpayer  had  recovered  a  judgment  for  the 
rents  and  interest."  (Resp.  Br.  pp.  12-13).  Both  these 
theories  will  not  stand  analysis. 

Underlying  the  first  proposition  is  the  assumption 
that  an  economic  benefit  of  substance  equivalent  to 
taxable  income  was  realized.  We  do  not  understand  re- 
spondent's argument  to  be  that  this  result  follows  be- 
cause if  the  form  of  the  decree  had  not  so  recognized 
petitioner's  position  in  equity,  it  might  have  been  more 
costly  for  petitioner  to  redeem.  We  know  of  no  authority 
for  the  creation  of  taxable  income  because  in  another 
form  a  transaction  might  have  been  less  beneficial.  The 
financial  or  economic  benefit  conferred  (Resp.  Br.  p. 
19)  must  then  be  the  satisfaction  of  the  rights  of  the 
defendants  as  determined  by  the  Oregon  Supreme 
Court.  By  constant  repetition  (Resp.  Br.  pp.  12,  13,  16, 
17,  18,  21)  respondent  seeks  to  establish  the  fallacy  that 
petitioner  obtained  satisfaction  of  some  amount  or 
something  owed  by  him  to  the  defendants.  It  is  clear 
that  the  substance  of  the  litigation  was  a  determination 
of  the  rights  of  the  parties  in  the  property  and  its  in- 
come. The  fact  that  defendants  were  permitted  to  re- 
tain all  of  the  earnings  under  a  ratio  decidendi  which 
supported  this  holding  by  a  finding  of  a  judicially  cre- 
ated "lien"  in  their  favor  did  not  create  any  debt  "ow- 
ing" by  petitioner.  Clearly  then,  if  realities  are  to  con- 
trol and  form  be  pierced  to  get  at  the  real  substance 
and  real  effect  of  what  has  been  done  (Resp.  Br.  p.  17), 
the  most  that  can  be  deduced  is  that  petitioner's  prop- 
erty was  freed  from   a   "lien" — but  an   obligation   not 


owed  by  him  and  on  which  he  had  no  personal  Hability 
of  any  kind. 

The  ultimate  fact  remains  that  the  "credit"  was  not 
used  to  discharge  or  satisfy  any  indebtedness  against 
the  property  which  was  a  personal  obligation  of  the 
petitioner.  Therefore,  as  the  cases  cited  in  our  main 
brief  (pp.  22-23)  hold,  petitioner  realized  no  taxable  in- 
come by  reason  of  the  application  of  this  credit.  As  is 
stated  in  2  Mertens,  Law  of  Federal  Income  Taxation, 
§  11.19,  p.  79: 

"The  rule  that  cancellation  of  the  indebtedness  may 
constitute  the  realization  of  income  has  been  held 
to  be  limited  to  cases  involving  the  reduction  of  a 
personal  liability.  Thus,  the  reduction  of  a  mort- 
gage not  assumed  by  the  taxpayer  or  the  reduction 
of  a  special  assessment  against  land  has  been  held 
not  to  result  in  the  receipt  of  taxable  income." 

Respondent  recognizes  this  rule  of  law  but  boldly 
states  that  "*  *  *  this  principle  is  not  applicable  here." 
However,  respondent's  argument  in  support  of  non- 
application  of  this  long-settled  rule  is  not  convincing. 
In  essence,  the  contention  is  made  that  the  Murray  v. 
Wiley  litigation  and  accounting  "*  *  *  should  be  re- 
garded as  if  the  taxpayer  had  recovered  a  judgment  for 
the  rents  and  interest."  (Resp.  Br.  p.  12).  Also,  it  is 
stated  this  case  "*  *  *  more  accurately  and  realistically 
[involves]  the  receipt  of  amounts  owing  by  the  mort- 
gagees to  the  taxpayer  (in  effect  received  by  the  tax- 
payer through  the  accounting  device  as  taxable  rents 
and  interest)  and  their  application  against  the  larger 
amount  owing  [sic]  by  the  taxpayer  to  the  mortgagees" 
(Resp.  Br.  p.  21).    The  misleading  character  of  this  last 


statement  is  obvious,  for  in  this  case  petitioner  owed  M 
nothing  whatsoever  to  the  mortgagees. 

Respondent's  effort  to  twist  the  Murray  v.  Wiley 
Htigation  into  an  action  at  law  by  petitioner  to  recover 
rents  and  profits  brings  to  mind  a  recent  admonition  by 
the  Court  of  Appeals  for  the  Fifth  Circuit  in  Davis  v. 
Penfield,  205  F.  (2d)  798,  802,  that  ''*  *  *  strained  and 
artificial  constructions  in  tax  cases  of  law  or  fact  will  be 
avoided  *  *  *". 

Although  unsupported  by  either  reason  or  authority, 
respondent  attempts  to  argue  that  the  leading  case  in 
point  on  this  problem,  Hilpert  v.  Commissioner,  151  F. 
(2d)  929  (C.A.  5),  "should  not  be  followed,  and  that 
the  dissenting  view  of  Judge  Hutcheson  therein  (p.  934) 
sustaining  on  principle  the  taxability  of  the  credit  of  the 
mortgagor,  is  the  correct  view"  (Resp.  Br.  p.  22).  We 
will  not  prolong  this  brief  by  again  discussing  the  Hil- 
pert case  (Pet.  Br.  pp.  23-25).  We  only  point  out  that 
inasmuch  as  respondent  failed  to  ask  the  United  States 
Supreme  Court  to  review  the  Fifth  Circuit's  decision, 
he  is  hardly  in  a  position  to  urge  this  Court  to  disregard 
it.  If  the  facts  of  that  case  create  a  distinction  because 
of  the  hardships  a  different  result  might  have  produced 
for  that  taxpayer,  they  certainly  created  no  greater 
equity  than  here  where  respondent's  argument  would 
crown  petitioner's  nine  years  of  litigation  to  recover  his] 
property  with  confiscation  of  rentals  he  never  received] 
by  pyramiding  them  in  the  high  surtax  year  of  1947! 
and  depriving  him  of  the  benefit  of  his  accumulated  de- 
preciation for  the  same  period,  v/hich  of  course  can  only 
be  taken  annually.  (21  T.C.  at  p.  1062). 


n. 

If  taxable  at  all,  the  full  amount  of  the  net 
rentals  and  interest  credited  to  petitioner 
did  not  constitute  taxable  income  in  1947. 

On  this  alternative  ground,  respondent  attempts  to 
answer  petitioner's  argument  by  pointing  out  that  the 
Watters  group  could  not  have  collected  the  net  rentals 
in  the  year  1942  and  thereafter  as  agents  for  petitioner 
because  the  requisite  element  of  consent  to  an  agency 
relationship  between  the  parties  was  absent  (Resp.  Br. 
p.  26). 

This  argument  does  not  meet  the  issue  here.  As  we 
pointed  out  in  our  opening  brief,  the  1942  decisions  of 
the  Oregon  Supreme  Court  so  conclusively  established 
petitioner's  right  to  receive  or  be  credited  with  the  net 
rentals  from  the  Murray  Building  that  the  Watters 
group  who  were  adjudged  to  be  mortgagees  in  posses- 
sion could  thereafter  have  no  valid  claim  of  right  to 
such  receipts.  As  respondent  must  concede  (Resp.  Br. 
p.  26),  the  mortgagees  in  possession  were  required  by 
Oregon  law  to  apply  the  net  receipts  against  their  lien 
indebtedness  (see  Caro  v.  Wollenberg,  83  Or.  311,  163 
P.  94,  and  Investors  Syndicate  v.  Smith,  105  F.  (2d) 
611  (C.A.  9).  We  did  not  argue  that  the  mortgagees  in 
possession  were  agents  by  virtue  of  contract,  as  respond- 
ent mistakenly  assumes,  but  that  they  were  "in  the 
position  of  agents  for  petitioner"  under  a  court  imposed 
duty  to  account  to  him  for  the  funds  received  (see  Pet. 
Br.  p.  29). 


Perhaps  it  would  also  have  been  accurate  to  have 
termed  the  mortgagees  in  possession  as  quasi  or  con- 
structive trustees  for  petitioner  (see  59  Corpus  Juris 
Secundum  (Mortgages,  Sec.  318)  p.  427;  36  American 
Jurisprudence  (Mortgages,  Sec.  301),  p.  841).  In  Russell 
V.  Southard,  12  How.  139,  155,  13  L.  Ed.  927,  the  United 
States  Supreme  Court  stated:  "A  mortgagee  in  posses- 
sion is  deemed  by  a  court  of  equity  a  trustee."  As 
pointed  out  by  the  Restatement  of  Agency  (Vol.  1,  Sec. 
15,  p.  23),  an  agency  relationship  differs  from  a  trust 
relationship  since  the  beneficiary  may  not  have  created 
or  consented  to  the  trust. 

However,  irrespective  of  whether  the  mortgagees  in 
possession  were  "agents"  of  petitioner  or  merely  "quasi 
or  constructive  trustees"  under  a  duty  to  apply  receipts 
to  the  satisfaction  of  their  liens  against  petitioner's  prop- 
erty, their  receipt  of  funds  was  equivalent  to  receipt  by 
petitioner.  This  must  particularly  be  true  if  the  law  re- 
quired the  mortgagees  in  possession  to  credit  the  re- 
ceipts upon  amounts  which  respondent  says  in  the  first 
facet  of  his  argument  were  owed  to  them  by  petitioner. 
If  the  receipts  were  in  fact  taxable  income,  they  were 
taxable  to  petitioner  in  the  years  of  collection  and  not 
all  in  one  lump  sum  in  1947. 

So  in  S.  B.  Tressler,  T.C.  Memo  Docket  Nos.  29044 
and  35129  (1953)  (Sec.  53.111  P.H.  Memo  T.C.  53-353) 
it  was  held  that  receipts  from  petitioner's  property  col- 
lected by  a  receiver  in  possession  and  applied  upon  the 
taxpayer's  obligations  to  his  wife  were  taxable  in  the 
year  of  collection. 


The  principle  was  also  followed  by  this  Court  in 
Parktord  v.  Commissioner,  133  F.  (2d)  249  (C.A.  9), 
cert.  den.  319  U.S.  741,  63  S.  Ct.  1029,  87  L.  Ed.  1698, 
where  money  received  by  a  trustee  in  bankruptcy  on 
account  of  services  previously  rendered  by  the  bankrupt 
taxpayer  was  held  to  be  taxable  income  of  the  taxpayer 
in  the  year  of  receipt  by  the  trustee  in  bankruptcy. 

Respondent  also  argues  that  in  any  event  no  income 
accrued  to  petitioner  until  1947  because  of  the  con- 
tingency of  his  paying  the  balance  found  to  be  due  to 
the  mortgagees  in  possession  under  the  accounting.  He 
states  (Resp.  Br.  p.  24)  that  "the  actual  credit  itself  was 
contingent  upon  the  payment  of  the  balance  owing  the 
mortgagees."  From  this  it  may  be  inferred  that  if  pe- 
titioner had  not  redeemed  the  defendants  would  not 
have  retained  the  amount  of  their  "credit".  Nothing  in 
the  record  supports  this  inference.  It  is  clear  that  de- 
fendants in  all  events  were  held  to  be  entitled  to  retain 
the  appropriated  earnings.  This  result  would  not  be 
affected  by  the  contingency  of  whether  petitioner  would 
or  would  not  redeem  by  making  payment  of  $10,640.31. 
To  analogize  that  petitioner  in  1947  acquired  the  "right 
to  demand  payment  of  the  rents  from  the  property  and 
convert  them  to  his  own  use"  (Resp.  Br.  p.  27)  implies 
an  option  which  petitioner  never  had.  If,  as  is  the  fact, 
petitioner  had  no  right  to  receive  the  rentals  because  the 
law  required  the  mortgagees  to  apply  them  as  received 
to  an  obligation  which  respondent  says  petitioner  owed 
to  them,  it  is  axiomatic  that  such  annual  satisfaction  of 
petitioner's   debt   by   moneys   which   would   have   been 
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taxable  if  paid  directly  to  him  constituted  his  income  as 
received  and  applied  by  the  mortgagees. 

Thus,  petitioner  respectfully  submits  that  while  there 
was  uncertainty  as  to  the  nature  of  the  receipts  col- 
lected prior  to  1942  by  the  mortgagees  for  application 
to  the  extinguishment  of  liens  against  his  property  or 
petitioner's  debt,  if  such  it  be,  the  substantial  contingen- 
cy as  to  petitioner's  right  to  be  credited  with  such  in- 
come was  completely  removed  by  the  decisions  of  the 
Oregon  Supreme  Court  in  1942. 

Thereafter,  if  the  net  receipts  of  the  building  consti- 
tuted taxable  income  to  petitioner,  they  were  taxable 
to  him  in  the  year  of  receipt  by  the  mortgagees  in  pos- 
session. 

CONCLUSION 

The  Tax  Court  of  the  United  States  erred  and  its 
decision  should  be  reversed  by  this  Court. 

Respectfully  submitted, 

Frederick  H.  Torp, 
Cleveland  C.  Cory, 

Attorneys  for  Petitioner. 
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PETITION  FOR  REHEARING 


Petition  to  Review  a  Decision  of  the  Tax  Court  of  the 

United  States 


Petitioner  respectfully  requests  the  court  to  grant  a 
rehearing  of  its  decision  of  March  30,  1956,  in  which  the 
court  affirmed  the  Tax  Court  of  the  United  States.  Be- 
cause of  the  apparent  conflict  between  the  court's  opin- 
ion in  this  case  and  recent  decisions  of  other  divisions  of 
this  court,  it  would  be  very  desirable  to  have  this  rehear- 
ing before  the  court  en  banc. 

Petitioner  represents  that  a  rehearing  is  necessary  in 
the  interests  of  justice  for  the  following  reasons: 


1.  The  opinion  of  the  court  on  page  4  contains  the 
statement  "that  there  is  nothing  in  the  Hilpert  case 
which  calls  for  a  contrary  conclusion."  The  case  referred 
to,  upon  which  petitioner  relied,  is  Hilpert  v.  Commis- 
sioner, 151  F.  (2d)  929.  Supporting  the  quoted  state- 
ment there  appears  in  the  opinion  Footnote  2,  which 
summarizes  the  facts  of  the  Hilpert  case  and  contains 
the  following  statement  of  the  holding  in  that  case: 
"The  effort  of  the  Commissioner  then  to  charge  Hilpert 
with  a  capital  gain  measured  by  the  difference  between 
the  sum  of  $54,364.67  and  $10,635.33  and  the  basis,  or 
March,  1913,  value  of  the  property,  was  properly  over- 
turned." 

The  quoted  summary  indicates  the  finding  of  the 
court  to  be  that  the  Hilpert  case  did  not  involve  the 
identical  issue  here  presented,  to  wit,  whether  or  not 
the  taxpayer  realized  ordinary  income  attributable  to 
accumulated  rentals  credited  to  him  in  the  accounting. 
This  issue  in  the  Hilpert  case  was  identical  with  the 
issue  here  before  the  court.  In  the  decision  of  the  Tax 
Court  in  the  Hilpert  case,  4  TC  475,  appears  the  follow- 
ing statement: 

"In  the  deficiency  notice  respondent  determined 
'that  the  amount  of  $10,635.33,  representing  net 
rentals  received  by  the  mortgagee  on  Lot  4,  Block 
29,  Reid's  Addition  to  Orlando,  Florida,  and  ap- 
plied as  a  credit  on  your  mortgage  during  the  tax- 
able year,  constitutes  ordinary  income.'  He  also 
computed  gain  from  the  sale  of  the  property  at 
$55,764.12  by  deducting  from  a  'sale  price'  of  $71,- 
432.37  an  adjusted  basis  of  $15,668.25." 

In  the  opinion  of  the  Tax  Court  at  page  477,  in  dis- 
cussing the  credit  attributable  to  accumulated  rentals, 


that  court  stated: 

"This  item  is  additional  to  and  not  in  substitution 
of  any  part  of  the  capital  gain  already  dealt  with 
.  .  .  We  conclude  that  petitioners'  tax  should  be 
computed  on  $55,764.12  as  long  term  capital  gain 
and  on  $10,635.33  as  ordinary  income." 

The  opinion  of  the  Court  of  Appeals  for  the  Fifth 
Circuit  overruled  in  the  entirety  both  portions  of  the 
deficiency  sustained  by  the  Tax  Court.  The  last  para- 
graph of  the  Circuit  Court's  opinion  deals  specifically 
with  the  item  resulting  from  the  rental  accruals  applied 
as  a  credit  and  attempted  to  be  taxed  as  ordinary  in- 
come. 

Perhaps  the  failure  of  the  Court  of  Appeals  for  the 
Fifth  Circuit  to  clearly  identify  the  issues  in  its  opinion 
misled  this  court  into  an  erroneous  statement  of  the  hold- 
ing of  the  Hilpert  case.  The  sentences  quoted  above  from 
the  Tax  Court's  opinion  in  that  case  we  believe  clearly 
identify  one  of  the  principal  issues  in  that  case  to  be  the 
same  as  that  presented  here.  Petitioner  believes  that  the 
presence  of  the  identical  issue  in  both  cases  would  ap- 
pear to  call  for  an  opinion  on  this  appeal  which  either 
follows  or  declines  to  follow  the  Hilpert  case. 

Petitioner  suggests  that  on  re-examination  of  the 
Hilpert  decision  this  court  should  find  that  the  Fifth 
Circuit  was  "plainly  correct"  on  this  issue  and  that,  as 
stated  in  that  decision,  "the  appetite  for  taxes  is  not  so 
voracious,  the  commands  of  the  statute  are  not  so  in- 
exorable, as  to  require  the  doing  of  an  injustice  when 
there  is  open  another  course  that  is  more  fully  consonant 
with  law  and  reason  and  which  course,  if  followed,  will 


lead  neither  to  evasion  by  the  taxpayer  nor  extortion  by 
the  Government." 

2.  The  court  in  its  opinion  has  found  taxable  in- 
come from  the  "economic  benefit  which  petitioner  real- 
ized" and  justifies  its  conclusion  by  reference  to  Com- 
missioner V.  Smith,  324  U.S.  177;  Helvering  v.  Bruun, 
309  U.S.  461;  Helvering  v.  Horst,  311  U.S.  112.  The  re- 
sult reached  by  the  court  is  an  extension  of  the  scope 
of  Section  22(a)  of  the  Revenue  Act  substantially  be- 
yond any  area  in  which  the  cited  or  other  decisions 
have  previously  extended  it. 

The  quoted  language  from  the  Smith  case  to  the  ef- 
fect that  Section  22(a)  is  broad  enough  to  include  "any 
economic  or  financial  benefit  conferred  on  the  employee 
as  compensation"  has  never  heretofore  been  interpreted 
to  find  income  from  naked  economic  benefit  without 
the  additional  incident  of  compensation  (Smith),  a 
transaction  entered  into  for  profit  (Bruun),  or  an  attempt 
at  tax  evasion  (Horst). 

The  most  recent  pronouncement  of  the  Supreme 
Court  in  Commissioner  v.  Glenshaw  Glass  Company, 
348  U.S.  426,  holding  that  Section  22(a)  is  broad 
enough  to  include  punitive  damages  as  taxable  income, 
describes  the  area  of  application  of  the  statute  as  fol- 
lows: 

"Here  we  have  instances  of  undeniable  acces- 
sion to  wealth,  clearly  realized,  and  over  which  the 
taxpayers  have  complete  dominion." 

Footnote  8  of  the  same  opinion  indicates  the  belief 
of   the   court   that  recoveries   for   personal   injuries   are 


nontaxable  on  the  theory  that  they  are  "by  definition 
compensatory  only"  and  that  they  "roughly  correspond 
to  a  return  of  capital." 

The  holding  of  this  case  appears  to  constitute  an  ex- 
tension of  the  concept  of  taxable  gross  income  to  any 
possible  situation  where  the  taxpayer  has  an  intangible 
benefit  not  otherwise  clearly  identifiable  as  an  income 
item.  A  natural  construction  of  the  court's  decision  would 
be  contrary  to  the  Supreme  Court's  statement  on  the  tax- 
free  character  of  compensation  for  personal  injury.  Un- 
der the  present  circumstances  it  impliedly  overrules  each 
of  the  long-standing  authorities  cited  in  petitioner's  brief 
on  pages  22  and  23,  and  upon  which  the  Fifth  Circuit  re- 
lied in  the  Hilpert  case.  These  authorities  hold  that  the 
reduction,  satisfaction  or  cancellation  of  an  indebtedness 
or  obligation,  which  confers  a  benefit  in  that  it  releases 
encumbrances  against  the  property  of  the  owner,  does 
not  result  in  taxable  income  to  him.  where  such  encum- 
brances are  not  a  personal  obligation. 

If  Section  22(a)  does  not  extend  to  items  which 
"roughly  correspond  to  a  return  of  capital."  i.e..  re- 
coveries for  personal  injuries  which  obviously  affect 
property  which  has  no  tax  base,  it  is  difficult  for  peti- 
tioner to  see  why  the  credit  in  the  accounting  proceeding, 
through  which  the  court  attempted  to  compensate  the 
petitioner  for  his  loss  of  the  use  of  capital  during  the 
years  in  which  he  was  out  of  possession  of  the  property, 
is  not  a  similar  item. 

3.  The  far-reaching  impact  of  the  rule  announced 
by   the   court   justifies   further   analysis   of   the   sources 


from  which  it  stems.  The  conclusion  that  the  finding  of 
a  benefit  is  enough  to  generate  taxable  income  would 
necessarily  imply  that  such  would  have  been  the  result 
in  this  case  if  the  taxpayer  had  not  exercised  his  option 
to  redeem  because  obviously  the  benefit  was  there 
whether  or  not  he  took  advantage  of  it. 

Hypothetically,  it  might  be  assumed  that  a  success- 
ful plaintiff  in  a  contract  action  whose  net  judgment 
reflects  the  allowance  of  a  counterclaim  has  taxable 
income  to  the  extent  of  the  benefit  of  such  allowance. 
A  further  hypothetical  would  generate  taxable  income 
where  a  substantial  increment  to  the  value  of  property 
is  realized  because  of  adjoining  improvements  which  are 
placed  by  the  city  or  which  are  attributable  to  the  im- 
provement of  their  properties  by  adjoining  owners. 

4.  The  court's  conclusion  with  respect  to  petitioner's 
alternate  contention,  which  was  that  if  any  income  was 
received  it  would  be  taxable  to  petitioner  in  each  of  the 
years  commencing  with  1942,  rather  than  all  in  1947,  is 
contrary  to  decisions  rendered  by  this  court  in  cases  de- 
cided between  the  hearing  in  this  case  and  the  rendition 
of  the  opinion. 

There  does  not  seem  to  be  any  dispute  that  under 
the  decisions  of  the  Oregon  Supreme  Court  involved  in 
this  action  the  defendants,  as  stated  by  that  court,  "had 
been  and  were  mortgagees  in  possession."  Further,  there 
seems  to  be  no  controversy  that  as  such  they  were  not 
holding  the  moneys  under  a  claim  of  right  but  solely 
for  the  purpose  of  application  of  the  funds  upon  en- 
cumbrances which  the  court  found  existed  against  the 


property  in  1942.  From  this  petitioner  argued  that  under 
the  principles  of  law  enunciated  in  the  cases  set  forth 
on  page  29  of  his  brief  the  receipt  of  the  funds  by  such 
judicial  custodians  or  agents  constituted  receipt  by  the 
petitioner.  One  of  the  cases  so  cited  was  S.  B.  Tressler. 
On  November  10,  1955,  after  the  hearing  in  this  case, 
this  court  sustained  the  decision  of  the  Tax  Court  in 
the  Tressler  case.  In  that  decision  (228  F.  (2d)  356)  it 
described  the  taxpayer's  position  to  be  one  of  "avoiding 
tax  liability  on  income  actually  not  in  hand  received 
but  held  by  the  Florida  courts  to  be  his  although  owing 
to  others  under  legal  obligation."  In  a  footnote  to  this 
quoted  language  the  court  further  stated  (p.  359) : 

"The  fact  that  the  taxpayer  did  not  actually  re- 
ceive any  of  the  revenue  collected  by  the  receiver 
from  the  operation  of  the  apartment  properties  and 
paid  to  his  wife,  pursuant  to  the  orders  of  the  Flori- 
da court,  does  not  relieve  him  from  liability  for  tax 
thereon.  The  taxpayer  reported  his  income  on  the 
cash  receipts  and  disbursements  basis  and  is,  there- 
fore, taxable  on  income  when  credited  to  him." 

Obviously,  the  quoted  language  indicates  an  almost 
identical  situation  to  the  facts  here,  and  the  same  rule 
should  be  applied  in  this  case. 

A  further  recent  expression  of  this  substantive  rule  is 
found  in  Dally  v.  Commissioner,  227  F.  (2d)  724,  de- 
cided November  21,  1955.  Here  this  court  said  (p.  727): 

"Sums  payable  because  earned  are  not  rendered 
contingent  and  non-accrued  by  the  mere  fact  that 
some  additional  acts  are  necessary  in  order  to  make 
the  collection,  even  if  these  acts  must  be  performed 
later  by  third  persons  or  by  the  government." 
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Petitioner  does  not  deny  that,  as  stated  by  this  court 
on  page  8  of  its  opinion,  ''until  the  accounting  was  com- 
pleted on  February  28,  1947,  and  petitioner  paid  the 
amount  then  for  the  first  time  ascertained,  he  was  at  lib- 
erty either  to  redeem  the  property  .  .  .  .  ,  or,  if  the  sum 
arrived  at  did  not  suit  him,  to  walk  away  and  leave  the 
property  without  redemption."  The  conclusion  that  by 
electing  to  redeem  he  would  "thus  reap  the  fruits  of  his 
litigation"  is  not  factually  correct  as  at  all  times  since 
the  1942  decision  the  income  from  the  property  was  held 
solely  for  application  on  the  encumbrances  against  the 
property.  Each  of  the  intervening  years  was  a  period  in 
which  partial  fruits  of  the  litigation  were  reaped.  Re- 
gardless of  the  action  taken  by  petitioner  in  1947,  the 
requirement  that  rentals  be  applied  to  the  reduction  of 
the  encumbrance  against  the  property  existed  by  virtue 
of  the  1942  decision.  The  court's  conclusion  here  appears 
to  be  the  novel  one  that  the  taxpayer's  affirmative  action 
in  electing  to  redeem  was  the  thing  which  gave  rise  to 
taxable  income.  It  is  axiomatic  that  a  taxpayer  has  no 
right  to  elect  as  to  whether  he  will  receive  income  other- 
wise subject  to  his  dominion. 

CONCLUSION 

Petitioner  respectfully  suggests  that  the  court  should 
re-examine  its  analysis  of  the  Hilpert  case  and  follow 
that  decision  or,  in  the  alternative,  specifically  decline 
to  follow  that  case  and  analyze  the  authorities  from 
which  the  conclusion  is  drawn  that  a  naked  benefit  gen- 
erates taxable  income.  Petitioner  believes  that  the  prin- 


ciples  enunciated  in  the  opinion  with  respect  to  peti- 
tioner's alternative  contention  are  contrary  to  the  recent 
decisions  of  this  court  in  the  matters  above  referred  to 
and  that  the  opinion  should  be  reviewed  for  the  purpose 
of  enunciating  uniform  principles  applicable  to  the  ad- 
ministration of  the  income  tax  statute. 

Petitioner  respectfully  submits  that  the  court  was  in 
error  in  affirming  the  judgment  of  the  Tax  Court  and 
that  this  petition  for  a  rehearing  of  the  case  en  banc 
should  be  granted. 

Respectfully  submitted, 

Frederick  H.  Torp, 
Cleveland  C.  Cory, 

Attorneys  for  Petitioner. 


I  hereby  certify  that  in  my  judgment  the  within 
petition  for  rehearing  is  well  founded  and  is  not  inter- 
posed for  delay. 

Frederick  H.  Torp, 

Attorney  for  Petitioner. 
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In  the  United  States  District  Court 
for  the  District  of  Oregon 

Civil  No.  6616 

UNITED  STATES  OF  AMERICA, 

Plaintiff, 

vs. 

CLIFFORD  G.  MARTIN,  dba  MARTIN  MUSIC 
COMPANY, 

Defendant. 

AMENDED  COMPLAINT 

Plaintiff,  by  leave  of  Court  first  had  and  ob- 
tained, files  this  its  amended  complaint,  and  alleges: 

I. 

This  is  a  civil  action  brought  to  recover  damages 
for  violation  by  Defendant  of  Ceiling  Price  Regula- 
tion No.  34  (16  F.R.  4446,  as  amended,  issued  pur- 
suant to  the  Defense  Production  Act  of  1950,  (Pub- 
lic Law  69,  82nd  Congress,  64  Stat.  798,  Public 
Law  96,  82nd  Congress),  as  amended,  and  for  an 
injunction  or  other  order  restraining  the  Defendant 
from  further  violations.  Jurisdiction  of  the  suit  is 
vested  in  this  Court  by  Section  798(b)  of  the  De- 
fense Production  Act  of  1950,  as  amended,  and  also 
by  Section  1345,  Title  28,  U.  S.  Code. 

11. 

Section  409(a)  of  the  Defense  Production  Act  of 
1950,  as  amended,  provide  as  follows: 

''Whenever  in  the  judgment  of  the  President  any 
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person  has  engaged  or  is  about  to  engage  in  any 
acts  or  practices  which  constitute  or  will  constitute 
a  violation  of  any  provision  of  section  405  of  this 
title,  he  may  make  application  to  any  district  court 
of  the  United  States  or  any  United  States  court  of 
any  territory  or  other  place  subject  to  the  jurisdic- 
tion of  the  United  States  for  an  order  enjoining 
such  acts  or  practices,  or  for  an  order  enforcing 
compliance  with  such  provision,  and  upon  a  showing 
by  the  President  that  such  person  has  engaged  or  is 
about  to  engage  in  any  such  acts  or  practices  a 
permanent  or  temporary  injunction,  restraining 
order,  or  other  order,  with  or  without  such  injunc- 
tion or  restraining  order,  shall  be  granted  without 
bond." 

Section  409(c)  of  the  Defense  Production  Act  of 
1950,  as  amended,  provides  as  follows: 

''If  any  person  selling  any  material  or  service 
violates  a  regulation  or  order  prescribing  a  ceiling 
or  ceilings,  the  person  who  buys  such  material  or 
service  for  use  or  consumption  other  than  in  the 
course  of  trade  or  business  may,  within  one  year 
from  the  date  of  the  occurrence  of  the  violation,  ex- 
cept as  hereinafter  provided,  bring  an  action 
against  the  seller  on  account  of  the  overcharge.  In 
any  action  under  this  subsection,  the  seller  shall  be 
liable  for  reasonable  attorney's  fees  and  costs  as 
determined  by  the  court,  plus  whichever  of  the  fol- 
lowing sums  is  greater;  (1)  such  amount  not  more 
than  three  times  the  amount  of  the  overcharge,  or 
the  overcharges,  upon  which  the  action  is  based  as 
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the  court  in  its  discretion  may  determine,  or,  (2)  an 
amount  not  less  than  $25.00  nor  more  than  $50.00 
as  the  court  in  its  discretion  may  determine:  Pro- 
vided, however,  That  such  amount  shall  be  the 
amount  of  the  overcharge  or  ovcrcharj]^es  if  the  de- 
fendant proves  that  the  violation  of  the  regulation 
or  order  in  question  was  neither  willful  nor  the 
result  of  faihire  to  take  practicable  precautions 
against  the  occurrence  of  the  violation.  For  the 
purposes  of  this  section  the  word  "overcharge" 
shall 'mean  the  amount  by  which  the  consideration 
exceeds  the  applicable  ceiling.  If  any  person  selling 
any  material  or  service  violates  a  regulation  or 
order  prescribing  a  ceiling  or  ceilings  and  the  buyer 
either  fails  to  institute  an  action  under  this  sub- 
section within  thirty  days  from  the  date  of  the  oc- 
currence of  the  violation  or  is  not  entitled  for  any 
reason  to  bring  the  action,  the  President  may  insti- 
tute such  action  on  behalf  of  the  United  States 
within  such  one-year  period,  or  compromise  with 
the  seller  the  liability  which  might  be  assessed 
against  the  seller  in  such  an  action." 

III. 

Ceiling  Price  Regulation  No.  34,  aforesaid,  effec- 
tive May  16,  1951,  was  issued  by  the  Director  of 
Price  Stabilization  pursuant  to  the  aforesaid  De- 
fense Production  Act  of  1950,  as  amended,  Execu- 
tive Order  10161  (15  F.R.  6105)  and  Economic 
Stabilization  Agency  Order  No.  2  (16  F.R.  738). 
This  regulation  fixed  the  ceiling  price  for  services 
including  the  furnishing  of  music  by  a  means  of 
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coin  operated  machines  and  was  in  full  force  and 
effect  at  all  times  during  the  period  of  one  year 
prior  to  the  filing. 

ly. 

Defendant  is  an  individual  doing  business  under 
the  assumed  name  of  Martin  Music  Company  in  the 
State  of  Oregon  and  in  the  State  of  California 
with  his  principal  offices  in  the  City  of  Grants  Pass, 
in  the  County  of  Josephine  and  the  State  of  Ore- 
gon, within  the  District  of  Oregon  and  the  juris- 
diction of  this  Court,  and  was  and  is  engaged  in  the 
furnishing  of  music  by  means  of  coin  operated 
machines  to  purchasers  in  said  states  and  district. 

V. 

Under  said  Ceiling  Price  Regulation  34,  Defend- 
ant's ceiling  prices  for  the  sale  of  such  services,  the 
furnishing  of  music  by  means  of  coin  operated 
machines,  was  the  highest  price  charged  for  such 
services  during  the  base  period  from  December  19, 

1950,  to  January  25,  1951,  inclusive,  to  purchasers 
of  the  same  class,  and  Defendant's  ceiling  price  was 
fixed  by  said  regulation  in  the  sum  of  five  cents  for 
the  playing  of  each  record  in  such  coin  operated 
machines. 

Defendant  during  the  period  from  September  3,  1 

1951,  to  the  date  of  the  filing  of  this  suit  sold  such 
services  at  a  price  of  ten  cents  and  three  for  twenty- 
five  cents  for  the  playing  of  records  in  coin  oper- 
ated machines  located  in  various  establishments  in 
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the  States  of  Oregon  and  California,  and  charged 
and  received  prices  for  the  same  over  the  lawf'nl 
ceiling  price  aforesaid  in  the  total  amount  of  $1!2,- 
841.25. 

VII. 

All  of  the  transactions  described  herein  occurred 
within  one  year  of  the  filing  of  the  Complaint  in 
this  cause. 

VIII. 

All  of  the  transactions  described  herein  were 
other  than  in  the  course  of  purchaser's  trade  or  busi- 
ness, and  thirty  days  have  elapsed  since  the  occur- 
rence of  a  greater  portion  of  the  violations  de- 
scribed herein  and  no  suit  for  damages  has  been 
filed  by  any  purchaser. 

IX. 

None  of  the  transactions  complained  of  herein 
arose  because  Defendant  acted  upon  and  in  accord- 
ance with  the  written  advice  and  instructions  of 
the  President  of  the  United  States  or  any  official 
or  employee  authorized  to  act  for  him. 

X. 

None  of  the  transactions  described  herein  arose 
out  of  the  sale  of  any  material  or  service  to  any 
agency  of  the  Government  pursuant  to  the  lowest 
bid  made  in  response  to  an  invitation  for  competi- 
tive bids. 

XI. 

The  overcharges  aforesaid  were  willful  and  were 
the  result  of  failure  to  take  practicable  precaution 
against  the  occurrence  of  violations. 
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XII. 

The  violations  are  of  a  continuing  nature  and  the 
Defendant  was,  and  is,  charging  such  prices  in 
excess  of  ceilings  at  the  date  of  the  filing  of  this 
suit  although  he  has  been  repeatedly  warned  to 
reduce  such  prices  and  Defendant  will  continue  to 
violate  the  act  and  the  regulation  unless  he  is  re- 
strained by  this  Court. 

XIII. 

The  United  States  brings  this  action  in  its  sov- 
ereign capacity  to  accomplish  the  purposes  of  the 
Defense  Production  Act  of  1950,  as  amended,  by 
enforcing  necesary  price  controls  designated  to 
protect  the  national  economy  against  future  loss  of 
needed  purchasing  power  and  to  prevent  a  future 
collapse  of  values.  Unless  Defendant  and  all  per- 
sons in  active  concert  or  participation  with  Defend- 
ant are  enjoined  from  further  selling  and  delivering 
services  at  prices  in  excess  of  applicable  ceilings 
established  by  the  regulation,  the  United  States  of 
America,  Plaintiff  herein,  will  suffer  immediate  and 
irreparable  injury  for  which  it  has  no  adequate 
remedy  at  law. 

Wherefore,  Plaintiff,  the  United  States  of  Amer- 
ica, prays: 

1.  That  this  Court,  pending  the  final  determina- 
tion of  this  cause,  issue  a  preliminary  injunction 
restraining  and  enjoining  Defendant,  his  agents, 
servants,  employees  and  all  other  persons  in  active 
concert  or  participation  with  Defendant  and  each 
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of  them  from  directly  or  indirectly  selling  or  offer- 
ing, soliciting  or  agreeing  to  sell,  services  in  the 
furnishing  of  music  by  coin  operated  machines  at 
prices  in  excess  of  the  applicable  maximum  prices 
fixed  by  the  ceiling  price  regulations  as  heretofoi'e 
or  hereafter  amended,  or  under  any  price  stabiliza- 
tion regulation  hereafter  issued  which  establishes 
maximum  prices  for  such  services. 

2.  That  this  Court,  upon  final  determination  of 
this  cause,  issue  a  permanent  injunction  restraining 
and  enjoining  Defendant,  his  agents,  serv-ants,  em- 
ployees and  all  persons  in  active  concert  or  par- 
ticipation v^ith  Defendant,  and  each  of  them,  in  the 
manner  and  form  aforesaid. 

3.  That  Plaintiff  be  given  judgment  against  De- 
fendant in  the  sum  of  $68,523.75,  together  with 
reasonable  attorney  fees  and  costs. 

4.  That  this  Court  grant  such  other,  further 
and  different  relief  as  may  be  just  and  equitable. 

HENRY  L.  HESS, 

United  States  Attorney. 

/s/  ASHLEY  GREENE, 

Special  Assistant  United 
States  Attorney. 

[Endorsed] :     Filed  December  1,  1952. 
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[Title  of  District  Court  and  Cause.] 

MOTION  TO  DISMISS  COMPLAINT  ON 
GROUND  THAT  COMPLAINT  FAILS  TO 
STATE  CAUSE  OF  ACTION  ON  WHICH 
RELIEF  CAN  BE  GRANTED 

To  the  Honorable  District  Court  of  the  United 
States,  for  the  District  of  Oregon: 

The  defendant,  Clifford  Gr.  Martin,  doing  busi- 
ness as  Martin  Music  Company,  moves  the  Court 
to  dismiss  the  above-entitled  action  because  the 
complaint  fails  to  state  a  claim  or  cause  of  action 
against  the  defendant  herein  named,  upon  which 
the  relief  prayed  for  can  be  granted. 

The  reason  why  the  complaint  fails  to  state  a 
claim  against  the  defendant  is  because  the  Office  of 
Price  Stabilization  has  no  jurisdiction  over  the  de- 
fendant. 

The  said  defendant  is  not  engaged  in  any  busi- 
ness nor  does  he  furnish  any  goods  or  render  any 
service  that  is  in  contemplation  of  the  Defense  Pro- 
duction Act  of  1950,  as  amended.  He  is  exempt 
under  the  said  act  for  the  reason  that  the  services 
rendered  by  him  are  strictly  within  the  exemptions 
provided  for  persons  who  are  engaged  in  providing 
entertainment. 

That  if  the  injunction  prayed  for  in  said  com- 
plaint is  granted,  defendant  would  be  forced  to  do 
business  below  cost,  and  the  Office  of  Price  Stabi- 
lization is  expressly  prohibited  by  the  Defense  Pro- 
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diiction  Act  from  administering  the  said  act  so  that 
any  person  is  required  to  operate  at  less  than  his 
cost  of  doing  business,  or  at  less  than  an  amount 
which  will  return  his  normal  profit  earned  during 
the  lease  period  provided  in  said  act. 

That  the  enforcement  of  the  alleged  ceiling  price 
by  the  Office  of  Price  Stabilization  would  require 
defendant  to  operate  and  do  business  at  less  than 
the  cost  thereof  in  violation  of  the  expresed  intent 
of  the  Defense  Production  Act  of  1950  as  amended, 
and  would  be  a  deprivation  of  property  without  due 
process  of  law. 

That  the  alleged  ceiling  price  issued  and  at- 
tempted to  be  imposed  by  the  Office  of  Price  Stabi- 
lization is  improper,  illegal  and  void,  in  that  it  is 
in  violation  of  Section  402,  Subsection  b2  of  the 
Defense  Production  Act. 

That  the  operation  of  a  coin  operated  phono- 
graph is  purely  a  luxury  business  having  no  effect 
whatever  on  inflation,  defense  appropriations,  the 
cost  of  living  for  workers  or  other  consumers;  nor 
does  such  operation  of  such  phonographs  affect  in 
any  way  the  several  purposes  or  items  set  forth 
in  Section  401  of  said  Defense  Production  Act, 
which  section  sets  out  the  intent  of  Congress  as  to 
what  was  the  purpose  and  intent  in  the  passage  of 
said  act. 

That  the  enforcement  of  said  regulation  and  al- 
leged ceiling  price  is  and  would  be  a  violation  of 
that  portion  of  said  Section  401  of  said  Defense 
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Production  Act  that  provides  that  '4t  is  the  intent 
of  Congress  that  the  authority  conferred  by  this 
title  (Title  IV),  shall  be  exercised  in  accordance 
with  the  policies  set  forth  in  Section  2  of  this  Act, 
and  in  particular  with  full  consideration  and  em- 
phasis, so  far  as  practicable,  on  the  maintenance 
and  furtherance  of  the  American  System  of  com- 
petitive enterprise,  including  independent  small- 
business  enterprises. ' '  .  d 

That  the  imposition  and  enforcement  of  this  ad- 
ministrative ruling  is  discriminatory  in  that  all 
other  segments  of  the  music  business  have  been  de- 
controlled and  exempted  by  general  overruling 
orders. 

That  the  imposition  and  enforcement  of  said  ceil- 
ing price  regulation  is  unfair,  unjust,  unconstitu- 
tional and  a  deprivation  of  property  without  due 
process  of  law  in  that  such  phonographs  cannot  be 
operated  at  a  profit  at  five  cents  per  play  and  the 
ruling  will  therefore  render  such  equipment  value- 
less and  unusable. 


That  the  imposition  of  such  an  administrative 
ruling  will  prevent  defendant  from  earning  a  suf- 
ficient income  to  pay  the  skilled  mechanics  and  elec- 
tricians the  wage  scale  their  union  contracts  pro- 
vide for. 

That  the  refusal  of  the  Office  of  Price  Stabiliza- 
tion to  permit  defendant  and  other  phonograph 
operators  from  charging  ten  cents  per  play,  three 
for  twenty-five  cents,  is   arbitrary,   unjust,   capri- 
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cions  and  unfair  in  that  the  charge  of  five  cents  per 
play  was  estahlished  over  twenty  years  ago  when 
the  phono£?rap]i  and  equipment  necessary  for  their 
operation  cost  but  a  small  fraction  of  their  present 
cost. 

That  the  administrative  ruling-  herein  complained 
of  is  in  violation  of  the  Defense  Production  Act  in 
that  it  is  not  fair  or  equitable  and  is  not  necessary 
to  effectuate  purposes  of  Title  IV  of  said  act  or  any 
title  or  part  thereof,  and  said  regulation  was  not 
accompanied  by  a  statement  of  the  consideration 
involved  in  its  issuance  as  required  by  said  act. 

That  the  enforcement  of  said  administrative  rul- 
ing is  and  would  be  in  contravention  of  Section  402, 
Subsection  (g),  in  that  it  will  operate  to  compel 
changes  in  the  business  practices  and  cost  practices 
and  methods  of  the  automatic  phonograph  industry 
and  such  regulation  is  unnecessary  to  prevent  cir- 
cumvention or  evasion  of  any  regulation,  order  or 
requirement  of  Title  IV  of  said  Act. 

That  the  enforcement  of  said  administrative  rul- 
ing and  regulation  would  be  and  is  in  direct  contra- 
vention of  Section  402,  Subsection  (k)  of  said  act, 
in  that  the  enforcement  of  said  regulation  would 
deny  to  defendant  his  customary  percentage  mar- 
gins over  costs  of  the  service  for  the  base  or  test 
period  May  24,  1950  to  June  24,  1950. 

The  defendant  alleges  that  the  business  of  oper- 
ating juke  boxes  is  not  a  service  business  and  hence 
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is  not  covered  by  the  Act.  The  Defense  Production 
Act  of  1950,  50  U.S.C.A.  App.  Sec.  2102  (b)l  grants 
the  President  the  right  to  issue  regulations  and 
orders  establishing  a  ceiling  or  ceilings  on  the  prices 
and  so  forth  received  for  the  sale  or  delivery  of  any 
'^ material  or  service." 

"To  the  extent  that  the  objectives  of  this  title 
(Sections  2101-2110  of  this  Appendix)  cannot  be 
attained  by  action  under  subsection  (a),  the  Presi- 
dent may  issue  regulations  and  orders  establishing 
a  ceiling  or  ceilings  on  the  price,  rental,  commission, 
margin,  rate,  fee,  charge,  or  allowance  paid  or  re- 
ceived on  the  sale  or  deliver  or  the  purchase  or 
receipt,  by  or  to  any  person,  of  any  material  or 
service,  and  at  the  same  time  shall  issue  regulations 
and  orders  stabilizing  wages,  salaries,  and  other  com- 
pensation in  accordance  with  the  provisions  of  this 
subsection."  50  U.S.C.A.  Appendix  Sec.  2102 
(b)  (1). 

The  defendant  claims  that  his  business  is  not  com- 
monly known  as  a  service  business  and  since  the 
word  services  is  not  defined  by  the  Act,  it  must  be 
assumed  that  Congress  intended  its  normal  mean- 
ing. Rodenbough  against  United  States,  25  Fed.  13. 
There  are  not  many  cases  which  define  what  a  juke 
box  business  is.  However,  in  the  case  of  Fox  vs. 
Galloway,  148  Pac.  (2d)  922,  an  Oregon  case  decided 
May  9,  1944,  the  Oregon  Supreme  Court  studied  the 
problem  quite  thoroughly  and  decided  that  a  juke 
box  was  not  a  service  business.  The  Statute  in  this 
particular  case  provided  that  a  privilege  tax  would 
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be  imposed  upon  coin  in  the  slot  mechanical  shames 
and  devices  used  to  provide  amusement  as  distin- 
guished from  coin-operated  devices  maintained  for 
furnishing  service  of  a  public  utility  or  any  device 
which  is  designed  and  used  strictly  as  a  vendor  of 
merchandise  or  service  and  without  the  elements  of 
chance  or  prize  involved.  The  Court  in  its  opinion 
at  page  928  stated  further : 

* 'Mechanical  devices  on  which  the  tax  is  imposed 
are  those  which  provide  entertainment  by  means  of 
games  or  music.  They  do  not  vend  anj^thing  that 
could  be  considered  tangible.  It  is  obvious  that 
there  is  a  substantial  difference  between  providing 
entertainment  and  selling  merchandise  or  essential 
services.  And  that  difference  is  reasonable  ground 
for  the  classification  made  by  the  legislature." 

This  same  general  attitude  is  taken  by  the  other 
Courts  which  have  considered  this  problem.  The 
Courts  have  uniformly  held,  we  believe,  that  wher- 
ever the  question  arose,  a  juke  box  was  not  consid- 
ered a  service-vending  machine  and  the  operator  of 
the  juke  box  was  not  considered  to  be  engaged  in 
service  business.  The  other  cases  which  support  our 
view  are:  Sheppard  vs.  Giebel,  110  S.W.  2d.  166; 
Seeburg  Piano  Company  vs.  United  States,  62  Ct. 
CI.  281.  We  also  note  that  the  United  States  in  its 
Internal  Revenue  Code,  26  U.S.C.A.  3267  differen- 
tiates between  the  vending  machines  and  gaming  or 
amusement  machines  under  the  general  theory  that 
vending  machines  which  dispense  merchandise  or 
services  are  not  to  be  taxed  under  this  Section. 
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''Definition.  As  used  in  this  Part,  the  term  'coin- 
operated  amusement  and  gaming  devices'  means 
(1)  any  amusement  or  music  machine  operated  by 
means  of  the  insertion  of  a  coin,  token,  or  similar 
object  and  (2)  so-called  'slot'  machines  which  oper- 
ate by  means  of  insertion  of  a  coin,  token,  or  similar 
object  and  which,  by  application  of  the  element  of 
chance,  may  deliver,  or  entitle  the  person  playing 
or  operating  the  machine  to  receive  cash,  premiima, 
merchandise,  or  tokens.  The  term  does  not  include 
bona  fide  vending  machines  in  which  are  not  incor- 
porated gaming  or  amusement  features.  For  the 
purpose  of  this  section,  a  vending  machine  operated 
by  means  of  the  insertion  of  a  1  cent  coin,  which, 
when  it  dispense  a  prize,  never  dispenses  a  prize  of 
a  retail  value  of,  or  entitles  a  person  to  receive  a 
prize  of  a  retail  value  of,  more  than  5  cents,  and  if 
the  only  prize  dispensed  is  merchandise  and  not 
cash  or  tokens  shall  be  classified  under  clause  (1) 
and  not  under  clause  (2)."  26  U.S.C.A.  3267  (b). 

We  have  looked  quite  diligently  for  further  cases 
on  this  subject.  However,  the  question  as  to  whether 
or  not  a  juke  box  is  a  service  machine  does  not  seem 
to  have  arisen  very  much.  In  the  cases  where  it  has 
arisen,  however,  the  Courts  and  the  legislatures  have 
almost  uniformly  differentiated  between  service- 
vending  machines  and  amusement- vending  machines. 
We  believe  that  this  is  the  distinction  intended  by 
Congress,  since  the  Defense  Production  Act,  in  its 
price  control  provisions  strikes  only  at  such  prices 
as  are  considered  to  be  for  necessities  as  distin- 
guished from  luxuries.  The  price  control,  of  course, 
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is  also  designed  to  cut  down  the  cost  of  the  Govern- 
ment in  obtaining  the  goods  it  needs  to  carry  on  its 
defense  and  police  action  functions.  However,  we 
cannot  see  where  the  price  of  a  juke  box  will  seri- 
ously impede  the  national  defense  effort  nor  will  it 
withdraw  critical  materials  from  the  defense  effort. 
We  also  doubt  that  it  w^ould  increase  the  cost  of 
living  and  deprive  anyone  on  a  fixed  income  of  any 
of  his  or  her  purchasing  power.  We  also  note  that 
by  a  General  Overriding  Regulation  14  issued  by 
the  Office  of  Price  Stabilization  on  July  9,  1951  the 
Government  excepted  from  the  provisions  of  the 
sei'vice  regulations,  among  other  peoi)le,  those  en- 
gaged in  the  business  of  entertainment  as  well  as 
musicians.  We  feel  that  since  the  Government  has 
decided  that  entertainers  and  musicians  are  exempt 
from  the  regulation,  that  there  should  be  no  par- 
ticular reason  for  retaining  controls  over  juke  box 
operators.  It  would  seem  to  put  those  people  who 
operate  a  juke  box  business  at  a  serious  disadvan- 
tage. HowTver,  we  again  repeat  that  it  is  our  prin- 
cipal contention  that  juke  boxes  are  exempted  from 
the  operation  of  the  Act  as  the}^  are  not  a  service. 

It  is  further  contended  that  this  defendant  has 
been  granted  immunity  under  the  provisions  of 
Section  705  (b)  of  said  Act,  in  that  after  a  claim  of 
the  right  not  to  be  required  to  give  evidence  or 
information  that  would  be  incriminating,  said  de- 
fendant was  required  to  give  such  evidence  and  in- 
formation. In  this  connection,  it  is  to  be  noted  that 
the  section  quoted  gives  blanket  immunity  to  such 
cases. 
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In  dealing  with  a  similar  provision  in  the  Inter- 
state Commerce  Act,  the  Supreme  Court  in  Brown 
vs.  Walker,  161  U.  S.  591  16  S.  Ct.  644,  40  Lawyers 
Ed.  819,  stated  that  the  immunity  goes  to  all  things 
covered  by  the  act.  Justice  Brow^n,  delivering  the 
majority  opinion,  said: 

"The  act  in  question  contains  no  suggestion  that 
it  is  to  be  applied  only  to  the  Federal  courts.  It 
declares  broadly  that  'no  person  shall  be  excused 
from  attending  and  testifying  *  *  *  before  the  Inter- 
state Commerce  Commission  *  *  *  on  the  ground 
*  *  *  that  the  testimony  *  *  *  required  of  him  may 
tend  to  incriminate  him,  etc.  But  no  person  shall  be 
prosecuted  or  subjected  to  any  penalty  or  forfeiture 
for  or  on  account  of  any  transaction,  matter,  or 
thing  concerning  which  he  may  testify,'  etc.  It  is 
not  that  he  shall  not  be  prosecuted  for  or  on  account 
of  any  crime  concerning  which  he  may  testify,  which 
might  possibly  be  urged  to  apply  only  to  crimes 
under  the  Federal  law  and  not  to  crimes,  such  as 
the  passing  of  counterfeit  money,  etc.,  which  are 
also  cognizable  under  state  laws;  but  the  immunity 
extends  to  any  transaction,  matter,  or  thing  concern- 
ing which  he  may  testify,  which  clearly  indicates 
that  the  immunity  is  intended  to  be  general  and  to 
be  applicable  whenever  and  in  whatever  court  such 
prosecution  may  be  had." 

We  believe  that  the  Supreme  Court's  statement 
will  include  anything.  However,  we  note  further 
that  Black's  Law  Dictionary,  3rd  Edition,  defines  a 
penalty,  among  other  things,  as  "money  recoverable 
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by  virtue  of  a  statute  imposing  a  payment  by  way 
of  punishment"  citing  State  vs.  Franklin,  63  Utah 
442;  226  Pac.  674  at  676.  In  that  case  the  Supreme 
Court  of  Utah  went  to  great  length  to  define  a 
penalty  and  finally  quoted  6  Words  and  I?lirases, 
page  5273  as  follows: 

"Punishment  under  a  statute  by  fine  or  imprison- 
ment, or  both,  is  not  a  penalty,  within  the  legal 
definition  of  that  term.  A  penalty  is  a  sum  of  money 
which  the  law  exacts  the  payment  of  by  way  of  pun- 
ishment for  doing  some  act  which  is  prohibited,  or 
omitting  to  do  some  act  which  is  requirc^d  to  be 
done.  A  fine  is  a  sum  of  money  exacted  of  a  person 
guilty  of  a  misdemeanor  or  crime,  the  amount  of 
which  may  be  fixed  by  law,  or  left  in  the  discretion 
of  the  court.  Imprisonment  is  not  in  any  legal 
sense  a  penalty.  Village  of  Lancaster  vs.  Richard- 
son (KY.)  4  Lans.  136,  139." 

This  motion  is  made  upon  the  further  ground  that 
on  December  1,  1952,  by  General  Overriding  Regu- 
lation 5,  Revision  1,  Amendment  10,  the  Office  of 
Price  Stabilization  completely  removed  the  business 
of  coin  operated  amusement  machines,  including 
phonographs,  from  the  operation  of  the  Defense 
Production  Act  of  1950,  as  amended.  The  considera- 
tion for  said  regulation,  as  stated  by  the  Director  of 
Price  Stabilization  was  that  sales  of  these  machines 
are  not  significant  in  the  defense  i)rogram  and  they 
do  not  enter  into  the  cost  of  living  of  the  American 
family,  and  that  price  control  over  this  industry 
was  extremelv  burdensome  and  did  not  affect  the 
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price  control  program,  and  the  removal  therefrom 
would  not  enter  into  the  cost  of  living  of  the 
American  family.  Reference  is  hereby  made  to  said 
General  Overriding  Regulation  5,  Revision  1, 
Amendment  10,  and  by  such  reference  said  regula- 
tion is  incorporated  herein  the  same  as  though  set 
forth  in  full. 

We  therefore  believe  that  defendant's  motion  to 
dismiss  the  complaint  should  be  granted  on  either 
of  the  two  grounds:  First,  that  a  juke  box  busi- 
ness is  not  a  service  business  and  hence  is  not  cov- 
ered by  the  Act,  or  that  if  a  juke  box  business  is 
covered  by  the  Act,  this  defendant  has  been  granted 
immunity  by  the  Congressional  enactment  of  a 
Statute  designed  to  protect  citizens  against  the  vio- 
lation of  their  rights  under  the  4th  and  5th  Amend- 
ments to  the  Constitution. 

A  memorandum  of  points  and  authorities,  marked 
''Exhibit  A"  is  attached  hereto,  and  is  made  a  part 
of  this  motion  as  though  set  out  in  full  herein. 

Wherefore,  defendant  prays  that  the  court  dismiss 
the  complaint,  and  for  such  other  relief  as  to  the 
court  might  seem  meet  and  proper  in  the  premises. 

/s/  HARRISON  W.  CALL, 

Attorney  for  Defendant. 

[Endorsed] :     Filed  January  15,  1953. 
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[Title  of  District  Court  and  Cause.] 

ANSWER 

Comes  Now  Defendant  above  named  and  answer- 
ing- plaintiff's  Amended  Complaint  on  file  herein, 
admits,  denies,  and  alleges  as  follows: 

I. 

Admits  the  allegations  contained  in  paragraphs  I. 

II,  IV,  IX  and  X. 

II. 
Denies  the  allegations  contained  in  paragraphs 

III,  V,  VI,  VII,  VIII,  XI,  XII,  and  XIIT. 

III. 

As  and  for  a  further  and  separate  defense,  de- 
fendant alleges  that  at  no  time  mentioned  in  said 
complaint,  was  said  plaintiff  or  any  of  its  officials, 
sei'vants  or  agents  authorized  or  empowered  by  said 
Defense  Production  Act  of  1950,  as  amended,  or  by 
any  Act  or  statute,  to  establish  a  ceiling  price  for 
the  services  rendered  by  said  defendant.  Defendant 
further  alleges  that  plaintiff,  through  its  officials, 
agents,  and  servants  has  failed,  neglected,  and  re- 
fused to  conform  to  or  abide  by  the  provisions  of 
said  Defense  Production  Act  of  1950,  as  amended, 
in  promulgating  its  said  administrative  regulations, 
which  it  alleges  applies  to  defendant. 

In  this  connection  said  defendant  further  alleges 
that  at  no  time  mentioned  in  this  complaint  was 
said  defendant  engaged  in  any  business  or  furnished 
any  goods  or  rendered  any  services  that  are  or  were 
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in  any  way  in  contemplation  of  the  Defense  Produc- 
tion Act  of  1950,  as  amended,  and  reference  is 
hereby  made  to  said  Act,  as  amended,  and  by  such 
reference  the  said  Act  is  hereby  pleaded  the  same 
as  though  set  forth  herein  at  length.  Defendant 
further  alleges  that  said  Act  was  intended  to  and 
did  apply  only  to  items  of  merchandise  and  services 
and  articles  of  commerce  which  are  connected  with 
or  have  an  influence  upon  the  National  Defense  or 
national  security  or  necessary  in  the  development 
and  maintenance  of  the  military  and  economic 
strength  of  the  United  States. 

Wherefore,  defendant  prays  plaintiff  take  nothing 
by  its  complaint  and  that  said  defendant  may  be 
awarded  his  costs  of  suit  herein. 

/s/  HARRISON  W.  CALL, 

Attorney  for  Defendant. 

[Endorsed] :     Filed  February  4,  1954. 


[Title  of  District  Court  and  Cause.] 

PRE-TRIAL  ORDER 

This  matter  came  on  for  pre-trial  conference  on 
the  15th  day  of  May,  1953,  before  the  Honorable 
Gus  J.  Solomon,  Judge  of  the  above-entitled  Court, 
plaintiff  appearing  by  Willis  A.  West,  Special  As- 
sistant United  States  Attorney  for  the  District  of 
Oregon,  and  defendant  appearing  by  Harrison  W.^ 
Call. 
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Admitted  Facts 

I. 

That  this  is  a  civil  action  bi'ought  to  recover  dam- 
a,G:es  for  violation  by  defendant  of  Ceiling  J^rice 
Regulation  No.  34  (16  F.R.  4446),  as  amended, 
issued  pursuant  to  the  Defense  Production  Act  of 
1950  (Public  Law  69,  82nd  Congress,  64  Stat.  798, 
Public  Law  96,  82nd  Congress),  as  amended.  Juris- 
diction of  the  suit  is  vested  in  this  Court  by  Section 
798(b)  of  the  Defense  Production  Act  of  1950,  as 
amended,  and  also  by  Section  1345,  Title  28,  United 
States  Code. 

II. 

That  Section  409(c)  of  the  Defense  Production 
Act  of  1950,  as  amended,  provides  that  if  any  person 
selling  any  material  or  service  violates  a  regulation 
or  order  prescribing  a  ceiling  or  ceilings,  the  person 
why  buys  such  material  or  service  for  use  or  con- 
sumption, other  than  in  the  course  of  trade  or  busi- 
ness, may  within  one  year  from  the  date  of  the 
occurence  of  the  violation,  except  as  provided  in  the 
section,  bring  an  action  against  the  seller  on  account 
of  the  overcharge  and  the  seller  shall  be  liable  for 
reasonable  attorney's  fees  and  costs  plus  whichever 
sum  is  greater  an  amount  not  more  than  three  times 
the  amount  of  the  overcharge  or  the  overcharges 
upon  which  the  action  is  based  or  an  amount  not  less 
than  $25.00  nor  more  than  $50.00  as  the  Court  in  its 
discretion  may  determine,  provided  that  the  amount 
shall  be  the  amount  of  the  overcharge  or  overcharges 
if   the    defendant    ]iroves   that   the   violation    was 


24  Clifford  G.  Martin,  etc.  vs. 

neither  willful  nor  the  result  of  failure  to  take  prac- 
ticable precautions  against  the  occurrence  of  the 
violation.  The  section  further  provides  that  if  the 
buyer  fails  to  institute  an  action  within  thirty  days 
from  the  date  of  the  occurrence  of  the  violation  or 
is  not  entitled  for  any  reason  to  bring  the  action, 
the  President  may  institute  such  action  on  behalf 
of  the  United  States.  The  section  defines  overcharge 
as  the  amount  by  which  the  consideration  exceeds 
the  applicable  price. 

III. 

Ceiling  Price  Regulation  No.  34,  aforesaid,  effec- 
tive May  16,  1951,  was  issued  by  the  Director  of 
Price  Stablization  pursuant  to  the  aforesaid  Defense 
Production  Act  of  1950,  as  amended.  Executive 
Order  10161  (15  F.R.  6105)  and  Economic  Stabili- 
zation Agency  Order  No.  2  (16  P.R.  730).  That  said 
regulation  was  in  full  force  and  effect  at  all  times 
from  September  3,  1951,  to  the  1st  day  of  Decem- 
ber, 1952. 

IV. 

That  defendant  is  an  individual  doing  business 
under  the  assumed  name  of  Martin  Music  Company 
in  the  State  of  Oregon  and  in  the  State  of  Cali- 
fornia, with  his  principal  offices  in  the  City  of 
Grants  Pass,  in  the  County  of  Josephine  and  the 
State  of  Oregon,  within  the  District  of  Oregon  and 
the  juridiction  of  this  Court,  and  was  and  is  en- 
gaged in  the  furnishing  of  music  by  means  of  coin 
operated  machines  to  purchasers  in  said  states  and 
district. 
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V. 

That  during  the  base  period  December  19,  1950, 
to  January  25,  1951,  inclusive,  the  defendant 
charged  the  sum  of  5c  per  play  to  7)urchasers  to 
whom  music  was  furnished  by  record  playing  of  the 
defendant's  said  coin-operated  music  machines. 

VI. 

That  during  the  period  September  1,  1951,  to  May 
9,  1952,  inclusive,  the  defendant  charged  and  re- 
ceived from  customers  playing  said  coin-operated 
mo.chines  the  sum  of  $25,956.20  in  excess  of  a  total 
charge  calculated  on  the  price  of  5c  per  play. 

VII. 

That  the  phonographs  in  question  were  owned 
by  the  defendant  and  operated  in  the  following  man- 
ner: each  machine  was  placed  in  a  tavern  or  other 
public  place  of  business  by  the  defendant  upon  an 
arrangement  with  the  location  owner,  whereby  50% 
of  the  proceeds  from  the  phonograph  was  paid  to 
the  location  ovnier,  and  the  defendant  paid  all  oper- 
ating expense,  except  for  the  electric  current  to 
operate  the  phonograph. 

A  patron  of  the  location  owner,  who  desired  to 
play  the  phonograph,  would  select  the  record  de- 
sired, by  pressing  a  button  or  lever,  and  inserting 
the  required  coin  necessary  for  the  number  of  rec- 
ords the  patron  desired  played.  The  ]~>honograph 
would  then  automatically  change  and  play  the  de- 
sired records.  During  each  month,  the  defendant,  or 
his  employees,  would,  on  certain  days,  service  the 
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phonograph  and  collect  the  money  from  the  phono- 
graph coin  box  and  pay  50%  of  the  proceeds  to  the 
location  owner. 

VIII. 

That  all  of  the  sales  of  services  involved  in  this 

action  occurred  within  one  year  of  the  filing  of  the 

complaint  herein  and  all  of  said  sales  were  other 

than  in  the  course  of  purchasers'  trade  or  business. 

IX. 

That  none  of  the  sales  complained  of  herein  arose 
because  defendant  acted  upon  and  in  accordance 
with  the  written  advice  and  instructions  of  the 
President  of  the  United  States  or  any  official  or  em- 
ployee authorized  to  act  for  him,  and  none  of  the 
sales  herein  involved  arose  out  of  the  sale  of  any 
material  or  service  to  any  agency  of  the  Government 
pursuant  to  the  lowest  bid  made  in  response  to  an 
invitation  for  competitive  bids. 

Contentions  of  Plaintiff 

I. 

That  under  said  Ceiling  Price  Regulation  34,  de- 
fendant's ceiling  prices  for  the  sale  of  such  services, 
the  furnishing  of  music  by  means  of  coin  operated 
machines,  was  the  highest  price  charged  for  such 
services  during  the  base  period  from  December  19, 
1950,  to  January  25,  1951,  inclusive,  to  purchasers 
of  the  same  class,  and  defendant's  ceiling  price  was 
fixed  by  said  regulation  in  the  sum  of  five  cents  for 
the  playing  of  each  record  in  such  coin  operated 
machines. 
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II. 

That  defendant  during  the  period  from  Septem- 
ber 1,  1951,  to  the  5th  day  of  May,  1952,  sold  such 
services  at  a  price  of  ten  cents  and  three  i'ov  twenty- 
five  cents  for  the  playing  of  records  in  coin  operated 
machines  located  in  various  establishments  in  the 
States  of  Oregon  and  California,  and  charged  and 
received  prices  for  the  same  over  the  lawful  ceiling 
price  aforesaid  calculated  at  5c  per  play,  in  the 
total  amount  of  $25,956.20. 

III. 

That  the  defendant  violated  the  aforesaid  Ceiling 
Price  Regulation  No.  34,  and  said  violation  was 
either  willful  or  the  result  to  failure  to  take  practic- 
able precautions  against  the  occurrence  of  the  vio- 
lation. 

IV. 

That  plaintiff  is  entitled  to  judgment  in  the  sum 
of  $77,868.60. 

Contentions  of  Defendant 

I. 

That  all  of  the  charges  exacted  by  defendant  in 
the  period  in  question  resulting  in  a  claimed  over- 
charge of  $25,956.20,  w*ere  not  the  result  of  sales  of 
service  wdthin  the  contemplation  of  the  Defense 
Production  Act  of  1950,  as  amended,  and  Ceiling 
Price  Regulation  No.  34. 

II. 
That  the   Defense   Production   Act   of   1950,   as 
amended,  by  its  own  terms,  and  the  intent  of  Con- 
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gress  as  expressed  therein,  was  not  intended  to,  nor 
did  it  apply  to  a  luxury  type  of  business  such  as  the 
automatic  phonograph  business. 

III. 

That  if  defendant  is  found  liable  for  any  sum  for 
overcharge,  said  sum  should  not  exceed  one-half  of 
the  claimed  overcharge  because  defendant  received 
only  one-half  of  total  proceeds. 

Issues  of  Law 

I. 

Are  the  maximum  ceiling  prices  that  may  be  law- 
fully charged  by  the  defendant  as  an  owner  of  coin 
operated  music  machines,  subject  to  regulations 
under  the  Defense  Production  Act  of  1950  as 
amended  ? 

II. 

Does  Ceiling  Price  Regulation  No.  34,  fix  and 
establish  the  maximum  lawful  ceiling  prices  that 
the  defendant  could  charge  during  the  period  Sep- 
tember 1,  1951,  to  May  9,  1952,  inclusive,  for  music 
rendered  by  coin  operated  music  machines  ? 

Conclusion 

This  pre-trial  order  has  been  formulated  after  a 
conference  between  the  attorneys  for  the  respective 
litigants.  There  are  no  issues  of  law  or  fact  except 
as  embodied  in  this  order  and  this  order  supersedes 
the  pleadings  as  to  issues  of  fact  and  law.   This 
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order  will  control  the  course  of  the  trial  and  shall 
not  be  amended  except  by  consent  of  the  parties  and 
the  Court  or  by  the  Court  to  prevent  manifest  in- 
justice. 

Dated  at  Portland,  Oregon,  this  8th  day  of  Feb- 
ruary, 1954. 

/s/  GUS  J.  SOLOMON, 
District  Judge. 

The  Foregoing  Pre-Trial  Order  Is  Hereby  Ap- 
proved : 

/s/  WILLIS  A.WEST, 
Special  Assistant  United  States  Attorney,  of  At- 
torneys for  Plaintiff. 

/s/  HARRISON  W.  CALL, 

Of  Attorneys  for  Defendant. 

[Endorsed] :     Filed  February  8, 1954. 


[Title  of  District  Court  and  Cause.] 

(Copy) 

ORAL  OPINION 

June  30,  1954 

I  find  that  the  Ceiling  Price  Regulation  No.  34, 
issued  pursuant  to  the  provisions  of  the  Defense 
Production  Act  of  1950,  as  amended,  was  intended  to 
and  did  regulate  the  maximum  prices  that  may  be 
charged  by  the  operators  of  coin-operated  music 
machines,  and  that  such  regulation  is  valid. 
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It  is  admitted  that,  by  reason  of  the  fact  that 
during  the  base  period  the  charge  for  playing  each 
record  was  five  cents  and  that  during  the  period 
beginning  September  1,  1951,  to  May  9,  1952,  the 
customers  playing  such  machines  were  required  to 
pay  $25,956.20  in  excess  of  the  total  charge  calcu- 
lated on  the  price  of  five  cents  per  play.  However, 
it  appears  that  the  defendant  only  received  50  per 
cent  of  the  gross  income  from  the  operation  of  such 
machines  and  that  the  owner  of  the  location  received 
the  other  50  per  cent.  In  view  of  that  fact,  I  find 
that  the  defendant  is  liable  for  only  one-half  of 
the  amount  of  the  overcharge,  or  $12,978.10. 

In  my  opinion,  this  is  not  a  proper  case  for  the 
imposition  of  treble  damages. 

The  Government  may  therefore  have  a  judgment 
against  the  defendant  for  the  sum  of  $12,978.10. 


[Title  of  District  Court  and  Cause.] 

FINDINGS   OF  FACT  AND 
CONCLUSIONS  OF  LAW 

The  above-entitled  cause  having  been  submitted 
to  the  Court  for  determination  without  trial  or  oral 
argument  on  an  agreed  statement  of  facts  contained 
in  the  pre-trial  order  on  file  herein  and  briefs  filed 
by  counsel  for  the  respective  parties;  and  the  Court] 
having  considered  all  the  facts  and  contentions  of j 
counsel;  and  the  Court  being  fully  advised  in  the 
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premises,  makes  its  Findings  of  Fact  and  Conclu- 
sions of  Law  as  follows : 

Findings  of  Fact 
The  Court  finds   as  follows : 

1.  That  this  is  a  civil  action  brought  to  recover 
damages  for  violation  by  defendant  of  Ceiling  Price 
Regulation  No.  34  (16  F.R.  4446),  as  amended,  is- 
sued pursuant  to  the  Defense  Production  Act  of 
1950  (Public  Law  69,  82nd  Congress,  64  Stat.  798, 
Public  Law  96,  82nd  Congress),  as  amended.  Juris- 
diction of  the  suit  is  vested  in  this  Court  by  Sec- 
tion 798(b)  of  the  Defense  Production  Act  of  1950, 
as  amended,  and  also  by  Section  1345.  Title  28, 
United  States  Code. 

2.  That  Section  409(c)  of  the  Defense  Produc- 
tion Act  of  1950,  as  amended,  provides  that  if  any 
person  selling  any  material  or  services  violates  a 
regulation  or  order  prescribing  a  ceiling  or  ceilings, 
the  person  who  buys  such  material  or  service  for  use 
or  consumption,  other  than  in  the  course  of  trade  or 
business,  may  within  one  year  from  the  date  of  the 
occurrence  of  the  violation,  except  as  provided  in 
the  section,  bring  an  action  against  the  seller  on  ac- 
count of  the  overcharge  and  the  seller  shall  be  liable 
for  reasonable  attorney's  fees  and  costs  plus  which- 
ever sum  is  greater  an  amount  not  more  than  three 
times  the  amount  of  the  overcharge  or  the  over- 
charges upon  which  the  action  is  based  or  an  amount 
not  less  than  $25.00  nor  more  than  $50.00  rs  th.o 
Court  in  its  discretion  may  detennine,   provided 
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that  the  amount  shall  be  the  amount  of  the  over- 
charge or  overcharges  if  the  defendant  proves  that 
the  violation  was  neither  willful  nor  the  result  of 
failure  to  take  practicable  precautions  against  the 
occurrence  of  the  violation.  The  section  further 
provides  that  if  the  buyer  fails  to  institute  an  action 
within  thirty  days  from  the  date  of  the  occurrence 
of  the  violation  or  is  not  entitled  for  any  reason  to 
bring  the  action,  the  President  may  institute  such 
action  on  behalf  of  the  United  States.  The  section 
defines  overcharge  as  the  amount  by  which  the  con- 
sideration exceeds  the  applicable  price. 

3.  Ceiling  Price  Regulation  No.  34  aforesaid, 
effective  May  16,  1951,  was  issued  by  the  Director  of 
Price  Stabilization  pursuant  to  the  aforesaid  De- 
fense Production  Act  of  1950,  as  amended,  Execu- 
tive Order  10161  (15  F.R.  6105)  and  Economic 
Stabilization  Agency  Order  No.  2  (16  F.R.  730). 
That  said  regulation  was  in  full  force  and  effect  at 
all  times  from  September  3,  1951,  to  the  1st  day  of 
December,  1952. 

4.  That  defendant  is  an  individual  doing  busi- 
ness under  the  assumed  name  of  Martin  Music  Com- 
pany in  the  State  of  Oregon  and  in  the  State  of 
California,  with  his  principal  offices  in  the  City  of 
Grants  Pass,  in  the  County  of  Josephine  and  the 
State  of  Oregon,  within  the  District  of  Oregon  and 
the  jurisdiction  of  this  Court,  and  was  and  is  en- 
gaged in  the  furnishing  of  music  by  means  of  coin 
operated  machines  to  purchasers  in  said  state  and 
district. 
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5.  That  during  the  base  period  December  19, 
1950,  to  January  25,  1951,  inclusive,  the  defendant 
charged  the  sum  of  5c  per  play  to  purchasers  to 
whom  music  was  furnished  by  record  playing  of  the 
defendant's  said  coin-operated  music  machines. 

6.  That  during  the  period  September  1,  1951,  to 
May  9,  1952,  inclusive,  the  defendant  charged  and 
received  from  customers  playing  said  coin-operated 
machines  the  sum  of  $25,956.20  in  excess  of  a  total 
charge  calculated  on  the  piice  of  5c  per  play, 

7.  That  the  phonographs  in  question  wore  owned 
by  the  defendant  and  operated  in  the  following 
manner:  each  machine  was  placed  in  a  tavern  or 
other  public  place  of  business  by  the  defendant  upon 
an  arragement  with  the  location  owner,  whereby 
50%  of  the  proceeds  from  the  phonograph  was  paid 
to  the  location  owner,  and  the  defendant  paid  all 
operating  expense,  except  for  the  electric  current  to 
operate  the  phonograph. 

A  patron  of  the  location  owner  who  desired  to 
play  the  phonograph,  would  select  the  record  de- 
sired by  pressing  a  button  or  lever  and  inserting  the 
required  coin  necessary  for  the  number  of  records 
the  patron  desired  played.  The  phonograph  would 
then  automatically  change  and  play  the  desired  rec- 
ords. During  each  month,  the  defendant,  or  his  em- 
ployees, would,  on  certain  days,  service  the  phono- 
graph and  collect  the  money  from  the  phonograph 
coin  box  and  pay  50  7o  of  the  proceeds  to  the  location 
owner. 
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8.  That  all  of  the  sales  of  services  involved  in 
this  action  occurred  within  one  year  of  the  filing  of 
the  complaint  herein  and  all  of  said  sales  were  other 
than  in  the  course  of  purchasers'  trade  or  business. 

9.  That  none  of  the  sales  complained  of  herein 
arose  because  defendant  acted  upon  and  in  accord- 
ance with  the  written  advice  and  instructions  of  the 
President  of  the  United  States  or  any  official  or  em- 
ployee authorized  to  act  for  him,  and  none  of  the 
sales  herein  involved  arose  out  of  the  sale  of  any 
material  or  service  to  any  agency  of  the  Government 
pursuant  to  the  lowest  bid  made  in  response  to  an 
invitation  for  competitive  bids. 

Conclusions  of  Law 
From  the  foregoing  facts,  the  Court  concludes: 

1.  Ceiling  Price  Regulation  No.  34  issued  pur- 
suant to  the  provisions  of  the  Defense  Production 
Act  of  1950,  as  amended,  was  intended  to  and  did 
regulate  the  maximum  prices  that  may  be  charged 
by  the  operators  of  coin-operated  music  machines, 
and  that  such  regulation  is  valid. 

2.  Inasmuch  as  it  appears  that  the  defendant 
only  received  50%  of  the  gross  income  from  the 
operation  of  such  machines  and  that  the  owner  of 
the  location  received  the  other  50%,  the  defendant 
is  liable  for  only  1/2  of  the  amount  of  the  over- 
charge, or  $12,978.10. 

3.  This  is  not  a  proper  case  for  the  imposition  of 
treble  damages. 
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4.  The  government  is  entitled  to  have  a  judg- 
ment against  the  defendant  for  the  sum  of  $12,- 
978.10. 

Let  judgment  be  entered  accordingly. 

Dated  at  Portland,  Oregon,  this  10th  day  of 
August,  1954. 

/s/  GUS  J.  SOLOMON, 
District  Judge. 

[Endorsed]:     Filed  August  10,  1954. 


In  the  United  States  District  Court  for  the 
District  of  Oregon 

Civil  Xo.  6616 

UNITED  STATES  OF  AMERICA, 

Plaintiff, 
vs. 

CLIFFORD    G.    MARTIN,    d/b/a   Martin   Music 
Company, 

Defendant. 

JUDGMENT 

The  above-entitled  cause  having  been  submited  to 
the  Court  for  determination  without  trial  or  oral 
argument  on  an  agreed  statement  of  facts  contained 
in  the  pre-trial  order  on  file  herein  and  briefs  filed 
by  counsel  for  the  respective  parties ;  and  the  Court 
having  considered  all  the  facts  and  contentions  of 
counsel ;  and  the  Court  being  fully  advised  in  the 
premises  and  having  filed  herein  its  Findings  of 
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Fact  and  Conclusions  of  Law  and  having  directed 
that  Judgment  be  entered  in  accordance  therewith, 

Now,  therefore,  by  reason  of  the  law  and  findings 
aforesaid,  M 

It  Is  Hereby  Ordered,  Adjudged  And  Decreed 
that  the  plaintiff  have  and  recover  of  and  from  the 
defendant  the  sum  of  $12,978.10. 

Dated  at  Portland,  Oregon,  this  10th  day  of 
August,  1954. 

/s/  GUS  J.  SOLOMON, 
District  Judge. 

[Endorsed] :     Filed  and  entered  August  10,  1954. 


[Title  of  District  Court  and  Cause.] 

NOTICE  OF  APPEAL 

Notice  is  hereby  given  that  Clifford  G.  Martin, 
d/b/a  Martin  Music  Company,  defendant  above 
named,  hereby  appeals  to  the  United  States  Court 
of  Appeals  for  the  Ninth  Circuit  from  the  final 
judgment  entered  in  this  action  on  the  10th  day  of 
August,  1954. 

/s/  HARRISON  W.  CALL, 

/s/  RANDALL  S.  JONES, 

Of  Attorneys  for  Defendant, 
Clifford  G.  Martin. 

JACOB,  JONES  &  BROWN, 

Of  Counsel. 

[Endorsed]:     Filed  September  13,  1954. 
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[Title  of  District  Court  and  Cause.] 

ORDER  FIXING  ^PIME  FOR 
FILING  BOND  ON  APPEAL 

It  appearing  to  the  Court  that  Notice  of  Appeal 
from  the  judgment  in  the  above-entitled  matter 
was  filed  by  the  Defendant  on  the  13th  day  of  Sep- 
tember, 1954,  pursuant  to  Rule  73  (a)  of  the  Fed- 
eral Rules  of  Civil  Procedure,  and  that  the  action 
is  not  yet  docketed  with  the  Court  of  Appeals,  it  is 
therefore 

Ordered  that  the  defendant  is  hereby  granted  to 
the  21st  day  of  October,  1954,  in  which  to  file  with 
the  Clerk  of  the  above-entitled  Court  his  Bond  for 
costs  on  appeal. 

Dated  this  11th  day  of  October,  1954. 

/s/  CLAUDE   McCOLLOCH, 
Judge. 

[Endorsed] :     Filed  October  11,  1954. 


[Title  of  District  Court  and  Cause.] 

BOND  FOR  COSTS  ON  APPEAL 

Know  All  Men  By  These  Presents  that  the  United 
Pacific  Insurance  Company,  a  corporation  organized 
and  existing  under  the  laws  of  the  State  of  Wash- 
ington,  and  authorized  and  empowered  under  the 
laws  of  the  State  of  Oregon,  to  become  surety  upon 
bonds,  undertaking,  etc.,  in  the  State  of  Oregon,  is 
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held  and  firmly  bound  unto  United  States  of 
America,  the  plaintiff  in  the  above-entitled  action, 
in  the  penal  sum  of  Two  Hundred  Fifty  and  no/100 
($250.00)  Dollars,  lawful  money  of  the  United 
States,  for  the  payment  of  which  sum  well  and  truly 
to  be  made,  it  binds  itself,  its  successors  and  as- 
signs, firmly  by  these  presents. 

Upon  Condition,  Neverthless,  that 

Whereas,  Clifford  G.  Martin,  d/b/a  Martin  Music 
Company,  the  defendant  in  the  above-entitled  action, 
has  appealed  or  appeals  to  the  United  States  Court 
of  Appeals  for  the  Ninth  Circuit  from  the  judgment 
made  and  entered  in  the  said  action  in  the  said 
District  Court,  in  favor  of  the  plaintiff  and  against 
the  defendant  in  the  said  action  on  the  10th  day  of 
August,  1954; 

Now,  if  the  said  Clifford  G.  Martin,  d/b/a  Martin 
Music  Company,  shall  well  and  truly  pay  all  costs 
and  disbursements  that  may  be  awarded  by  the 
said  United  States  Court  of  Appeals  if  the  appeal  is 
dismissed  or  the  judgment  affirmed  or  modified,  then 
this  obligation  to  be  void;  otherwise  to  remain  in 
full  force  and  effect. 

[Seal]  UNITED  PACIFIC 

INSURANCE  COMPANY, 

By  /s/  EMMA  M.  KEMP, 

Attorney-in-Fact. 

[Endorsed]  :     Filed  October  11,  1954. 
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[Title  of  District  Court  and  Cause.] 

ORDER  EXTENDING  TIME  FOR  FILING 
RECORD  ON  APPEAL  AND  DOCKETING 
APPEAL 

It  appearing  to  the  Court  that  Notice  of  Appeal 
from  the  judgment  in  the  above-entitled  matter  was 
filed  by  the  Defendant  on  the  13th  day  of  September, 
1954,  pursuant  to  Rule  73  (a)  of  the  Rules  of  Civil 
Procedure  and  that  the  time  for  filing  the  record  on 
appeal  and  docketing  the  appeal  has  not  expired,  it 
is  therefore 

Ordered  that  the  time  in  which  the  defendant 
must  file  the  record  on  appeal  and  docket  the  appeal 
be  and  the  same  is  hereby  extended  to  the  24th  day 
of  November,  1954. 

Dated  this  11th  day  of  October,  1954. 

/s/  CLAUDE  McCOLLOCH, 
Judge. 

[Endorsed]  :  Filed  October  11,  1954. 


United  States  of  America, 
District  of  Oregon — ss. 


--to' 


CERTIFICATE   OF  CLERK 

I,  F.  L.  Buck,  Acting  Clerk,  of  the  United  States 
District  Court  for  the  District  of  Oregon,  do  hereby 
certify  that  the  foregoing  documents  consisting  of 
Amended  complaint,  Motion  to  dismiss  complaint. 
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Answer  to  amended  complaint,  Pre-trial  order,  Copy 
of  oral  opinion  of  Judge  Gus  J.  Solomon  (not  filed), 
Findings  of  fact  and  conclusions  of  law,  Judgment, 
Notice  of  appeal.  Order  fixing  time  for  filing  bond 
on  appeal.  Bond  for  costs  on  appeal,  Order  extend- 
ing time  for  filing  record  on  appeal,  etc.,  Designa- 
tion of  record,  and  Transcript  of  docket  entries,  con- 
stitute the  record  on  appeal  from  a  judgment  of  said 
court  in  a  cause  therein  numbered  Civil  6616,  in 
which  Clifford  G.  Martin,  d/b/a/  Martin  Music 
Company  is  the  defendant  and  appellant  and  United 
States  of  America  is  the  plaintiff  and  appellee ;  that 
the  said  record  has  been  prepared  by  me  in  accord- 
ance with  the  designation  of  contents  of  record  on 
appeal  filed  by  the  appellant,  and  in  accordance  with 
the  rules  of  this  court. 

I  further  certify  that  the  cost  of  filing  the  notice 
of  appeal,  $5.00  has  been  paid  by  the  appellant. 

In  Testimony  Whereof  I  have  hereunto  set  my 
hand  and  affixed  the  seal  of  said  court  in  Portland, 
in  said  District,  this  16th  day  of  November,  1954. 

[Seal]        /s/  F.  L.  BUCK, 

Acting  Clerk. 
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[Endorsed] :  No.  14581.  United  States  Court  of 
Appeals  for  the  Ninth  Circuit.  Clifford  G.  Martin, 
Doing  Business  as  Martin  Music  Company,  Appell- 
ant, vs.  United  States  of  America,  Appellee.  Trans- 
cript of  Record.  Appeal  From  the  United  States 
District  Court  for  the  District  of  Oregon. 

Filed :  November  18,  1954. 

/s/  PAUL  P.  O'BRIEN, 
Clerk  of  the  United  States  Court  of  Appeals  for  the 
Ninth  Circuit. 
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In  the  United  States  Court  of  Appeals 

for  the   Ninth   Circuit 

No.  14581 

CLIFFORD   G.   MARTIN,    d/b/a   Martin   Music 
Company, 

Appellant, 

vs. 

UNITED  STATES  OF  AMERICA, 

Appellee. 

STATEMENT  OF  POINTS  ON  WHICH 

APPELLANT  INTENDS  TO  RELY 

The  above-named  Appellant  intends  to  rely  on 

the  following  points  on  his  appeal  to  the  United 

States  Court  of  Appeals  for  the  Ninth  Circuit,  to 

wit. 

1.  The  Trial  Court  erred  in  deciding  and  finding 
(Conclusion  of  Law  I)  that  Ceiling  Price  Regula- 
tion No.  34  issued  pursuant  to  the  provision  of  thei' 
Defense  Production  Act  of  1950,  as  amended,  wah 
intended  to  and  did  regulate  the  maximum  price  i' 
that  may  be  charged  by  operators  of  coin-operated  i 
music  machines,  and  in  deciding  and  finding  that  I 
such  regulation  was  valid. 

2.  The  United  States  of  America,  its  officials, 
agents  and  servants  were  not  authorized  by  the  De- 
fense Production  Act  of  1950,  as  amended,  or  by 
any  act  or  statute,  to  establish  a  ceiling  price  fori 
coin-operated  music  machines. 

3.  The  United  States  of  America,  through  its 
officials,  agents  and  servants  failed,  neglected  and 
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refused  to  conform  to  or  abide  by  the  Defense  Pro- 
duction Act  of  1950,  as  amended,  in  promulgating  its 
regulations,  and  particularly  Ceiling  Price  Regula- 
tion 34,  insofar  as  such  regulations  applied  to  the 
price  to  charged  for  furnishing  music  by  means  of 
a  coin-operated  machine. 

4.  The  Defense  Production  Act  of  1950,  as 
amended,  by  its  own  terms,  and  the  intent  of  Con- 
gress as  expressed  therein,  was  not  intended  to  and 
did  not  apply,  to  a  luxury  type  of  business  such  as 
the  automatic  phonograph  business. 

5.  The  maximum  ceiling  prices  that  could  be 
lawfully  charged  by  the  appellant  as  the  owner  of 
coin-operated  music  machines  were  not  subject  to 
regulations  under  the  Defense  Production  Act  of 
1950,  as  amended. 

6.  The  appellant  was  not  at  any  time  mentioned 
in  the  Complaint  herein,  engaged  in  any  business 
and  did  not  furnish  any  goods  or  render  any  serv- 
ices that  were  in  anj^  way  within  the  contemplation 
of  the  Defense  Production  Act  of  1950,  as  amended, 
or  of  Ceiling  Price  Regulation  34. 

7.  The  charges  exacted  by  appellant  in  the  period 
in  question  which  resulted  in  the  claimed  over- 
charge were  not  the  result  of  sales  of  goods  or 
services  within  the  contemplation  of  the  Defense 
Production  Act  of  1950,  as  amended,  and  Ceiling 
Price  Regulation  34. 

8.  Ceiling  Price  Regulation  34  did  not  fix  and 
establish  the  maximum  lawful  ceiling  prices  that 
appellant  could  charge  during  the  period  September 
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1,  1951  to  May  9,  1952,  inclusive,  for  music  rendered 
by  coin-operated  machines. 

9.  Ceiling  Price  Regulation  34,  if  it  applies  and 
insofar  as  it  applies  to  the  furnishing  of  music  by 
means  of  coin-operated  machines,  is  null  and  void 
and  in  violation  of  the  express  provisions  of  the 
Defense  Production  Act  of  1950,  as  amended. 

10.  If  the  prices  to  be  charged  for  furnishing  of 
music  by  means  of  coin-operated  machines  were 
within  the  contemplation  of  the  Defense  Produc- 
tion Act  of  1950,  as  amended,  and  of  Ceiling  Price 
Regulation  34,  the  said  prices  and  services  were 
exempted  from  the  provisions  of  the  Act  and  serv- 
ice regulations  by  General  Overriding  Order  14,  is- 
sued by  the  Office  of  Price  Stabilization  on  July 
9,  1951,  excepting  fees  and  charges  made  by  persons 
engaged  in  the  entertainment  business. 

11.  The  appellant  was  engaged  in  the  entertain- 
ment business  during  the  period  September  1,  1951, 
to  May  9,  1952,  and,  therefore,  the  fees  and  charges 
made  by  him  for  furnishing  music  by  means  of  coin- 
operated  machines  for  the  entertainment  of  patrons 
of  public  places  were  not  subject  to  the  provisions 
of  Ceiling  Price  Regulation  34. 

Dated  this  24th  day  of  November,  1954. 

/s/  RANDALL  S.  JONES, 

Of  Attorneys  for  Appellant. 
Duly  Verified. 

[Endorsed]  :     Filed  November  26,  1954. 
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United  States 

COURT  OF  APPEALS 

lor  the  Ninth  Circuit 


CLIFFORD  G.  MARTIN,  Doing  Business  as 
Martin  Music  Company, 

Appellant, 

vs. 

UNITED  STATES  OF  AMERICA, 

Appellee. 


BRIEF  OF  APPELLANT 


Appeal  from  the  United  States  District  Court  for  the 
District  of  Oregon 


JURISDICTIONAL  STATEMENT 

This  is  an  appeal  from  a  judgment  entered  on  Aug- 
ust 10,  1954,  by  the  District  Court  for  the  District  of 
Oregon  awarding  the  United  States  the  sum  of  $12,- 
978.10  (Tr.  35).  The  action  was  brought  by  the  Gov- 
ernment for  violation  of  Ceiling  Price  Regulation  34 
issued  by  the  Office  of  Price  Stabilization  pursuant  to 
its  authority  under  the  Defense  Production  Act  of  1950. 
Appellant's  Notice  of  Appeal  was  filed  September  13th, 
1954  (Tr.  36).  The  jurisdiction  of  this  Court  is  invoked 
imder  28  U.S.C.  1291. 


STATEMENT  OF  THE  PLEADINGS 

The  Appellant,  Clifford  G.  Martin,  was  sued  by  the 
United  States  of  America  under  the  provisions  of  the 
Defense  Production  Act  of  1950,  as  amended,  for  alleged 
over-charges  in  connection  with  the  operation  of  coin- 
operated  phonographs,  commonly  referred  to  as  a  "juke- 
box", in  the  states  of  Oregon  and  California. 

During  the  period  that  the  alleged  over-charges  oc- 
curred, the  Appellant  was  engaged  in  the  business  of 
supplying  music  by  means  of  coin-operated  machines 
in  the  States  of  Oregon  and  California,  with  his  prin- 
cipal office  in  the  City  of  Grants  Pass,  County  of  Jose- 
phine, State  of  Oregon. 

During  the  base  period,  December  19th,  1950,  to 
January  25,  1951  inclusive,  the  Appellant  charged  the 
sum  of  Five  (5^;)  Cents  per  play  to  persons  to  whom  he 
furnished  recorded  music  on  his  machines. 

During  the  period  September  1,  1951  to  May  9,  1952 
inclusive,  the  Appellant  charged  the  customers  operat- 
ing his  coin-operated  music  machines  the  sum  of  Twen- 
ty Five  Thousand  Nine  Hundred  Fifty  Six  and  20/100 
($25,956.20)  Dollars  in  excess  of  the  amount  which  he 
would  have  charged  calculated  on  the  price  of  Five  (5^) 
Cents  per  play.  Of  the  amount  so  received,  One-Half 
(^),  or  Twelve  Thousand  Nine  Hundred  Seventy  Eight 
and  10/100  ($12,978.10)  Dollars,  was  paid  to  the  loca- 
tion owners.  From  his  half  of  the  proceeds.  Appellant 
selected,  purchased  and  supplied  all  records  for  the  ma- 
chines and  paid  all  operating  expenses  incidental  to  the 


operation  and  service  of  the  machines,  except  for  elec- 
tric current  to  operate  the  phonographs. 

The  United  States  of  America,  as  Plaintiff,  con- 
tended by  its  pleadings  and  the  Pre-Trial  Order  that 
under  Ceiling  Price  Regulation  34  Appellant's  ceiling 
price  for  the  sale  of  said  services  was  the  highest  price 
charged  for  such  services  during  the  base  period,  and 
that  Appellant's  ceiling  price  was  fixed  by  the  said  regu- 
lation at  the  sum  of  Five  (5^)  Cents  for  the  playing  of 
each  record  in  such  coin-operated  machines,  and  that 
the  Appellant  during  the  period  from  September  1,  1951 
to  May  5,  1952,  sold  such  services  at  a  price  in  excess 
of  the  alleged  ceiling  prices,  and  as  a  result  of  such  over- 
charges received  the  total  amount  of  Twenty  Five 
Thousand  Nine  Hundred  Fifty  Six  and  20/100  ($25,- 
956.20)  Dollars,  and  that  the  United  States  of  America 
was  entitled  to  judgment  for  treble  damages. 

Appellant,  Clifford  G.  Martin,  as  defendant,  con- 
tended by  his  pleadings  and  the  Pre-Trial  Order  that 
Ceiling  Price  Regulation  34  did  not  apply  to  him,  in 
that  the  prices  charged  by  him  were  specifically  exempt 
from  the  application  of  the  regulation. 

The  cause  was  submitted  to  the  trial  court  for  deter- 
mination without  trial  or  oral  argument  on  an  agreed 
statement  of  fact  set  forth  in  the  Pre-Trial  Order. 

The  trial  court  found  that,  inasmuch  as  the  Appel- 
lant received  one  One-half  (^)  of  the  gross  income 
from  the  operation  of  his  machines,  he  was  liable  for 
only  the  actual  amount  charged  and  received  by  him  in 


excess  of  the  amount  that  he  would  have  charged  anc 
received  calculated  at  Five  (5c)  Cents  per  play.  Judg 
ment  was  entered  gainst  the  Appellant  in  the  amoun 
of  Twelve  Thousand  Nine  Hundred  Seventy  Eight  anc 
10/100  (512,978.10)  Dollars. 


STATOIEXT  OF  THE  CASE 

The  Appellant  has  filed  herein  his  Statement  o: 
Points  on  which  he  intends  to  rely  on  appeal.  The  Ap- 
pellant does  not  waiv^e  any  of  the  points  raised  therein 
In  this  brief  the  Appellant  will  only  argue  the  pointi 
more  specifically  hereinafter  referred  to,  but  he  is  no' 
waiving  nor  abandoning  any  of  the  other  points  raisec 
in  his  Statement  of  Points  on  which  he  intends  to  relj 
on  appeal. 

The  facts  involved  in  this  appeal  are  those  referred ; 
to  above  in  the  Statement  of  Pleadings.    The  issues  in- 
volved are: 

1.  Was  Appellants  business  specifically  exempted 
from  the  application  of  Ceiling  Price  Regulation  34  by 
the  provisions  of  said  regulation? 

2.  If  not.  was  Appellant  specifically  exempted  fron 
the  application  of  Ceiling  Price  Regulation  34  by  the 
provisions  of  General  Overriding  Regulation  14? 


SPECIFICATION  OF  MAJOR  GROUNDS 

WHEREIN  JUDGMENT  IS  ERRONEOUS 

AND  SHOULD  BE  REVERSED 

Appellant  claims  there  are  two  major  reasons  why 
the  judgment  against  him  is  erroneous  and  should  be 
reversed.  These,  in  the  order  of  their  presentation  and 
argument,  are: 

The  Trial  Court  erred  in  failing  to  find  that: 

1.  The  Appellant's  business  is  specifically  exempted 
from  the  application  of  Ceiling  Price  Regulation  34  by 
the  provisions  of  the  said  regulation. 

2.  If  the  prices  for  furnishing  music  by  means  of 
coin-operated  machines  were  within  the  contemplation 
of  the  General  Ceiling  Price  Regulation  and  of  Ceiling 
Price  Regulation  34,  the  said  prices  and  such  services 
were  exempted  from  the  provisions  of  the  said  regulation 
by  General  Overriding  Regulation  14. 


1. 

The  Defendant's  business  is  specifically  ex- 
empted from  the  application  of  Ceiling  Price  Regu- 
lation 34  by  the  provisions  of  the  said  regulation. 

The  General  Ceiling  Price  Regulation  (GCPR)  pro- 
vides in  part  as  follows: 

Sec.  14  (16  Fed.  Reg.  814,  as  amended,  32A  C.F.R. 
1460) : 


excess  of  the  amount  that  he  would  have  charged  and 
received  calculated  at  Five  (5^)  Cents  per  play.  Judg- 
ment was  entered  against  the  Appellant  in  the  amount 
of  Twelve  Thousand  Nine  Hundred  Seventy  Eight  and 
10/100  ($12,978.10)  Dollars. 


STATEMENT  OF  THE  CASE 

The  Appellant  has  filed  herein  his  Statement  of 
Points  on  which  he  intends  to  rely  on  appeal.  The  Ap- 
pellant does  not  waive  any  of  the  points  raised  therein. 
In  this  brief  the  Appellant  will  only  argue  the  points 
more  specifically  hereinafter  referred  to,  but  he  is  not 
waiving  nor  abandoning  any  of  the  other  points  raised 
in  his  Statement  of  Points  on  which  he  intends  to  rely 
on  appeal. 

The  facts  involved  in  this  appeal  are  those  referred 
to  above  in  the  Statement  of  Pleadings.  The  issues  in- 
volved are: 

1.  Was  Appellant's  business  specifically  exempted 
from  the  application  of  Ceiling  Price  Regulation  34  by 
the  provisions  of  said  regulation? 

2.  If  not,  was  Appellant  specifically  exempted  from 
the  application  of  Ceiling  Price  Regulation  34  by  the 
provisions  of  General  Overriding  Regulation  14? 


SPECIFICATION  OF  MAJOR  GROUNDS 

WHEREIN  JUDGMENT  IS  ERRONEOUS 

AND  SHOULD  BE  REVERSED 

Appellant  claims  there  are  two  major  reasons  why 
the  judgment  against  him  is  erroneous  and  should  be 
reversed.  These,  in  the  order  of  their  presentation  and 
argument,  are: 

The  Trial  Court  erred  in  failing  to  find  that: 

1.  The  Appellant's  business  is  specifically  exempted 
from  the  application  of  Ceiling  Price  Regulation  34  by 
the  provisions  of  the  said  regulation. 

2.  If  the  prices  for  furnishing  music  by  means  of 
coin-operated  machines  were  within  the  contemplation 
of  the  General  Ceiling  Price  Regulation  and  of  Ceiling 
Price  Regulation  34,  the  said  prices  and  such  services 
were  exempted  from  the  provisions  of  the  said  regulation 
by  General  Overriding  Regulation  14. 


1. 

The  Defendant's  business  is  specifically  ex- 
empted from  the  application  of  Ceiling  Price  Regu- 
lation 34  by  the  provisions  of  the  said  regulation. 

The  General  Ceiling  Price  Regulation  (GCPR)  pro- 
vides in  part  as  follows : 

Sec.  14  (16  Fed.  Reg.  814,  as  amended,  32A  C.F.R. 
1460): 
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''Exemptions   and   Exceptions.     This    regulation 
does  not  apply  to  the  following: 


(c)  Prices  or  rentals  for: 

(1)  Materials  furnished  for  publication  by 
any  press  association  or  feature  service;  ..." 

In  effect  GCPR  provides  that  there  shall  be  no  regu- 
lation of  prices  charged  by  any  "feature  service"  for 
materials  furnished  by  it  for  "publication".  Appellant 
will  show  that  his  business  was  at  all  times  with  which 
we  are  here  concerned  a  "feature  service",  which  fur- 
nished materials  for  "publication"  within  the  contem- 
plation of  the  Regulation,  and  that,  therefore,  his  busi- 
ness was  specifically  exempted  from  the  application  of 
the  price  regulations. 

In  Webster's  New  International  Dictionary  (2d  Ed., 

Unabridged,    1950),    "publication"    is    defined    at   page 

2005  as  follows: 

"1.  Act  of  publishing,  or  state  of  being  published; 
public  notification,  whether  oral,  written,  or  printed 

Obviously  the  word  "publication",  as  used  in  GCPR, 
means  neither  more  nor  less  than  the  generally  accepted 
definition  of  the  word.  In  this  sense  and  in  the  obvious 
meaning  of  the  regulation,  "publication"  must  be  de- 
fined in  the  manner  in  which  it  is  defined  in  standard 
dictionaries  of  the  English  language.  As  so  defined, 
"publication"  must  refer  to  a  presentation  or  distribu- 
tion of  material  to  the  public,  whether  the  presentation 
is  through  written,  printed  or  oral  media.  Any  definition 
of   the   word   "publication",   which   does   not   give   it  a 


sensible  meaning  in  its  application  to  modern  inven- 
tions and  to  modern  usage  would  be  clearly  arbitrary 
and  contrary  to  the  purpose  and  intent  of  the  GCPR. 

Appellant's  business  is  a  "feature  service"  within  the 
meaning  of  GCPR.  For  Appellant's  business  to  succeed, 
he  must  cater  to  the  whims  and  fancies  of  the  public  in 
selecting  recordings  which  are  then  in  public  favor.  If 
he  fails  to  feature  the  so-called  "hit  tunes"  of  the  day, 
or  if  he  wrongly  gages  the  public's  demands,  his  business 
is  doomed  to  failure.  From  the  very  nature  of  the  serv- 
ice rendered  by  Appellant,  it  is  a  "feature  service". 

The  characteristics  which  make  Appellant's  business 
a  "feature  service"  are  apparent.  Appellant  must  first 
select  and  obtain  locations  at  which  to  install  his  coin- 
operated  music  machines.  Thereafter  he  must  exhibit 
those  recordings  which  will  be  particularly  attractive 
to  the  patrons  of  each  location,  replace  recordings  as  they 
wear  out  or  break,  substitute  recordings  for  those  which 
have  ceased  to  be  attractive  to  the  public,  and  perform 
a  myriad  of  other  services  in  order  to  make  his  opera- 
tion successful. 

Webster's  New  International  Dictionary  at  page  927 

defines  "feature"  as  follows: 

"6.  U.  S.  Anything  in  an  offering  to  the  public 
or  a  clientele  which  is  exhibited  or  advertised  as 
particularly  attractive.  .  .  ." 

There  are  in  this  country  many  businesses  which 
come  within  the  meaning  of  the  term  "feature  services". 
Examples  are  syndicated  columns  and  specialty  features 
for   radio   and   television   programs.     The   exhibition   of 
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current  popular  musical  hits  in  the  countless  coin-oper- 
ated music  machines  throughout  the  country  is  also  a 
''feature  service".  Appellant  selected  from  a  large  num- 
ber of  possible  offerings  a  comparatively  few  recordings 
that  he  exhibited  as  particularly  attractive.  The  busi- 
ness conducted  by  the  Appellant  fits  squarely  within 
Webster's  definition  of  the  word  "feature". 

That  Appellant's  business  is  a  "service"  business 
within  the  meaning  of  the  regulation  must  be  conceded, 
for  the  regulation  pursuant  to  which  the  action  was 
brought  against  the  Appellant  was  applicable  only  to 
the  sales  of  services. 

Appellant's  business  was  thus  specifically  exempted 
from  the  application  of  the  GCPR,  because  the  prices 
charged  by  him  were  "prices  .  ,  .  for  materials  furnished 
for  publication  by  any  .  .  .  feature  service." 

Appellant  was  specifically  charged  in  the  Complaint 
in  this  action  with  a  violation  of  Ceiling  Price  Regula- 
tion 34  (CPR  34),  Section  2  of  which  (16  Fed.  Reg. 
4447,  32 A  C.F.R.  732)  provides  as  follows: 

'^Services    covered.     This    regulation    covers    all 
services  except: 

(a)   Services  exempted  in  the  GCPR,  as  amend- 
ed; .  .  ." 

By  its  express  provisions,  CPR  34  specifically  ex- 
empted from  its  application  all  services  exempted  in  the 
GCPR.  Therefore,  the  prices  charged  by  Appellant  for 
his  services,  being  exempted  in  the  GCPR,  were  spe- 
cifically exempted  from  the  application  of  CPR  34,  pur- 
suant to  which  this  action  against  the  Appellant  was 
brought  and  the  judgment  appealed  from  obtained. 


2. 

If  the  prices  for  furnishing  music  by  means  of 
coin-operated  machines  were  within  the  contempla- 
tion of  the  General  CeiHng  Price  Regulation  and  of 
Ceiling  Price  Regulation  34,  the  said  prices  and  such 
services  were  exempted  from  the  provisions  of  the 
said  regulations  by  General  Overriding  Regulation 
14. 

In  its  General  Overriding  Regulation  14  (GOR  14), 
16  Fed.  Reg.  6664,  as  amended  32A  C.F.R.  1656  (1951), 
the  Office  of  Price  Stabilization  (OPS)  specifically  ex- 
empted the  services  performed  and  prices  charged  by 
Appellant  from  the  application  of  CPR  34.  GOR  14 
adopted  July  9,  1951  by  the  OPS  provided,  in  pertinent 
part,  as  follows: 

"Sec.  3.  Exceptions,  (a)  No  ceiling  price  regu- 
lation now  or  hereafter  issued  by  the  Office  of  Price 
Stabilization  shall  apply  to  the  rates,  fees  and 
charges  for  the  supply  of  the  services  listed  below 
and  the  services  which  fall  within  the  scope  of  the 
occupations  or  categories  listed  below: 


(2)  Actors  and  actresses  .  .  . 

(5)  Artists. 

(6)  Athletes  .  .  . 
(23)   Entertainers  .  .  . 
(39)  Musicians  .  .  . 

(51)  Program  elements  (package  productions) 
furnished  by  independent  contractors 
(package  producers)  for  use  in  radio  or 
television  broadcasting  or  in  a  motion  pic- 
ture, theatre,  or  night  club  .  .  . 

(54)   Sports  officials  .   .   . 

(77)  Managers  of  actors,  actresses  and  athletes 


10 

It  is  apparent  that  OPS  in  adopting  GOR  14  in- 
tended to  and  did  specifically  exempt  from  the  appHca- 
tion  of  CPR  34  all  entertainers.  In  addition  to  listing 
many  specific  facets  of  the  entertainment  industry  (e.g., 
actors,  actresses,  artists,  athletes,  etc.)  GOR  14,  Sec.  3 
(a)  (23)  specifically  included  the  catch-all  term  "enter- 
tainers". There  can  be  no  doubt  that  the  Appellant's 
services  fell  directly  within  the  scope  of  the  occupation 
or  category  listed  in  GOR  14  as  "entertainers". 

The  "juke-box"  industry  provides  entertainment  for 
countless  numbers  of  the  American  public  through  the 
location  of  juke-box  outlets  in  restaurants,  cafes  and 
other  places  patronized  by  the  public  throughout  the 
many  cities,  towns,  hamlets,  villages  in  this  county.  It 
would  be  difficult  to  find  many  areas  in  the  United 
States  which  are  not  serviced  by  this  form  of  entertain- 
ment. 

The  Congress  of  the  United  States  has  clearly  recog- 
nized that  furnishing  music  by  means  of  coin-operated 
machines  constitutes  "entertainment".  The  language  of 
Section  4232  (b)  of  the  Internal  Revenue  Code  of  1954 
contains  the  following: 

"The  term  'roof  garden,  cabaret,  or  other  simi- 
lar place,'  .  .  .  shall  include  any  room  in  any  hotel, 
restaurant,  hall,  or  other  public  place  where  music 
and  dancing  privileges  or  any  other  entertainment, 
except  instrumental  or  mechanical  music  alone,  are 
afforded  the  patrons  in  connection  with  the  serving 
or  selling  of  food,  refreshment,  or  merchandise  ..." 
(Emphasis  supplied) 

No  explanation  for  the  use  of  the  words  "mechanical 
music"  in  the  context  of  that  statute  can  reasonably  be 
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made  other  than  that  Congress  regarded  the  playing  of 
mechanical  music  in  cafes,  restaurants  and  other  public 
places  as  "entertainment". 

In  Webster's  New  International  Dictionary,  at  page 

853,  the  word  "entertainer"  is  defined  as  follows: 

"One  who  or  that  which  entertains;  specif.,  one 
who  gives  professional  entertainments." 

and  the  word  "entertainment"  is  defined  as  follows: 

"3.  That  which  entertains,  or  with  which  one 
is  entertained;  as  ...  b.  That  which  engages  the 
attention  agreeably,  amuses,  or  diverts,  whether  in 
private  ...  or  in  public." 

and  the  word  "entertain"  is  defined  as  follows: 

"5.  To  engage  the  attention  of  agreeably;  to 
amuse  with  that  which  m.akes  the  time  pass  pleas- 
antly; to  divert." 

That  the  service  furnished  by  Appellant  is  one  which 
"engages  the  attention"  of  the  public  "agreeably"  and 
"amuses"  the  public  "with  that  which  makes  the  time 
pass  pleasantly"  can  not  be  controverted. 

That  the  Appellant  is  one  who  furnishes  "profes- 
sional entertainments"  seems  too  clear  to  provoke  much 
argument.  In  Webster's  New  International  Dictionary, 
at  page  1976,  the  word  "professional"  is  defined  as 
follows : 

"3A.  Engaging  for  livelihood  or  gain  in  an  ac- 
tivity ..." 

Clearly  the  Appellant  is  "one  who  entertains",  and 
his  business  is  "that  which  entertains",  and  he  is,  spe- 
cifically, "one  who  gives  professional  entertainment". 
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The  Appellant  was  an  "entertainer",  as  defined  by 
standard  dictionaries  and  he  furnished  "entertainment", 
as  that  word  is  defined  by  dictionaries  and  used  by  Con- 
gress. 

The  fact  that  GOR  14  did  not  specifically  list  the 
service  supplied  by  the  Appellant  by  name  is  immaterial. 
Among  the  entertainment  industry  only  a  few  specific 
forms  of  entertainment  and  entertainers  were  specifically 
mentioned  in  the  regulation.  Had  the  Office  of  Price 
Stabilization  intended  to  limit  the  exception  to  those 
few,  it  surely  would  not  have  included  the  word  "enter- 
tainers". To  the  contrary  OPS  must  have  intended  to 
exempt  the  large  number  of  entertainers  whose  many  par- 
ticular specialties  were  too  numerous  to  specifically  list. 

To  quote  only  the  pertinent  language  of  GOR  14,  it 

reads  as  follows: 

"No  ceiling  price  regulation  .  .  .  shall  apply  to 
the  rates,  fees  and  charges  for  the  supply  of  services 
which  fall  within  the  scope  of  the  occupations  or 
categories  listed  .  .  .  [as]  entertainers." 

The  service  supplied  by  the  Appellant  falls  within 
the  scope  of  the  occupation  or  category  listed  as  "enter- 
tainers." The  Appellant  is  an  entertainer  within  the 
scope  of  the  occupations  or  categories  to  which  the  word 
refers.  To  hold  otherwise  would  be  to  distort  the  Eng- 
lish language  to  the  prejudice  of  the  Appellant  and  to 
arrive  at  a  result  obviously  not  intended  by  the  regula- 
tion. 

The  Appellant  is  not  urging  the  invalidity  of  any 
specific  regulation.  To  the  contrary  the  Appellant  is  urg- 
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ing  that  the  very  regulation  which  he  has  been  accused  of 
violating  specifically  exempted  him  from  the  application 
of  the  Price  Control  Regulations. 

As  an  "entertainer"  the  Appellant  was  specifically 
exempted  by  GOR  14  from  the  application  of  Ceiling 
Price  Regulation  34. 

CONCLUSION 

Appellant  believes  that  he  has  shown  that  under  the 
applicable  regulations : 

(1)  Appellant's  business  was  a  "feature  service" 
furnishing  materials  "for  publication"  and,  as  such,  was 
exempted  from  regulation  under  the  General  Ceiling 
Price  Regulation  and  under  Ceiling  Price  Regulation  34. 

(2)  The  fees  and  charges  made  by  Appellant  for 
services  supplied  as  an  entertainer  furnishing  music  by 
means  of  coin-operated  machines  for  the  entertainment 
of  patrons  of  public  places  was  specifically  exempted 
from  the  provisions  of  Ceiling  Price  Regulation  34  by 
General  Overriding  Regulation  14. 

THEREFORE,  the  Judgment  of  the  Trial  Court  be- 
ing contrary  to  the  law  should  be  reversed. 

Respectfully  submitted, 

Randall  S.  Jones, 
Jacob,  Jones  &  Brown, 

By 

Attorneys  for  Appellant. 
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JURISDICTIONAL  STATEMENT 

This  is  an  appeal  from  a  judgment  entered  on  August 
10,  1954,  by  the  District  Court  for  the  District  of  Ore- 
gon, awarding  the  United  States  the  sum  of  $12,978.10 
(R.  35-36).  The  suit  was  brought  by  the  Government 
on  December  1,  1952  for  a  violation  of  Ceiling  Price 
Regulation  (CPR)  34,  issued  by  the  Office  of  Price 
Stabilization  (OPS)  pursuant  to  its  authority  under 
the  Defense  Production  Act  of  1950.  The  facts  in- 
volved in  the  case  were  admitted  (R.  23-26),  and  aftei* 
deliberation  on  the  issues  of  law  the  court  entered  judg- 
ment for  the  Government.  Appellant's  notice  of  appeal 
was  filed  on  September  13,  1954.  The  jurisdiction  of 
this  court  is  invoked  under  28  U.S.C.  1291. 

(1) 


STATEMENT   OF   THE   CASE 


Under  authority  granted  by  the  Defense  Production 
Act  and  delegated  to  OPS  by  the  President,  the  OPS 
issued  a  General  Ceiling  Price  Regulation  (GCPR) 
j&xing  the  overall  pattern  of  price  regulation.  There- 
after, particularizing  its  requisites  for  differing  types 
of  industries,  the  OPS  issued  numerous  ceiling  price 
regulations  included  among  which  was  CPR  34,  the 
regulation  for  prices  charged  for  services.  Amend- 
ments to  the  regulations,  including  the  decontrol  of 
certain  industries  and  occupations,  were  frequently 
effected  by  General  Overriding  Regulations.  The  De- 
fense Production  Act  provides  four  distinct  remedies 
for  violation  of  price  regulations  issued  under  its  au- 
thority, one  of  which  is  represented  by  this  action — a 
suit  by  the  Government  for  damages  when  no  action 
has  been  brought  by  the  private  purchasers  who  sus- 
tained the  overcharges. 

The  services  for  which  the  appellant  has  been  found 
to  have  charged  above  his  ceiling  price  were  the  main- 
tenance, operation,  and  rental  of  coin-operated  music 
machines,  commonly  known  as  juke  boxes.  The  ad- 
mitted facts,  as  set  forth  in  the  district  court's  pre-trial 
order  (R.  23-26),  show  that  appellant  charged  five  cents 
per  record  between  December  19, 1950  and  January  25, 
1951,  the  base  period  designated  by  CPR  34  for  deter- 
mining a  ceiling  price  on  services.  However,  between 
September  1, 1951  and  May  5, 1952  appellant  was  charg- 
ing ten  cents  per  record,  or  three  records  for  a  quarter, 
at  these  same  installations.  As  a  result,  during  this  latter 
period  aj)pellant  's  charges  exceeded  his  five  cent  ceiling 
by  $25,956.20.  It  was  also  established  that  appellant's 
arrangements  with  location  owners  provided  that  he 


pay  50%  oi'  tlic  proceeds  i'roin  a  phonograpli  to  the 
owner  of  the  esta))Ji.slinieiit  in  whi(!li  that  jiike  hox  was 
installed.  Appellant  maintained  fiiii  control  over  the 
servicing  of  the  machines  and  the  collection  of  the 
charges. 

Shortly  after  the  complaint  was  filed,  appellant 
moved  to  dismiss  the  suit  (R.  10-20)  on  the  gronnd 
that  OPS  regulations  did  not  apply  to  the  juke  l>ox 
industry  and  on  other  grounds  unrelated  to  this  appeal. 
In  his  answer  (R.  21-22),  appellant  denied  any  viola- 
tion of  OPS  ceiling  price  regulations  and  alleged  that 
the  Defense  Production  Act  of  1950  did  not  authorize 
or  empower  OPS  to  regulate  charges  for  appellant's 
business.  At  the  pre-trial  proceedings  all  issues  of 
fact  were  resolved  and  the  issues  of  law  to  be  decided 
by  the  district  Judge  were  narrowed  to  two:  (1) 
Whether  the  juke  box  industry  was  subject  to  regula- 
tions under  the  Defense  Production  Act  of  1950  as 
amended,  and  (2)  whether  CPR  34  established  maxi- 
nuun  lawful  ceiling  prices  for  that  industry  during  the 
period  of  alleged  violations. 

Tn  an  oral  opinion  issued  on  June  30, 1954  (R.  29-30), 
the  district  court  concluded  that  CPR  34  "was  intended 
to  and  did  regulate  the  maximum  prices  that  may  be 
charged  by  the  operators  of  coin-operated  music  ma- 
chines, and  that  such  regulation  is  valid."  The  amount 
of  overcharges  was  admitted  to  be  $25,956.20,  and  the 
Government  had  sought  treble  damages  in  its  com- 
plaint pursuant  to  Section  409(c)  of  the  Defense  Pro- 
duction Act.  The  court  determined,  however,  that ' '  this 
is  not  a  proper  case  for  the  imposition  of  treble  dam- 
ages," and  awarded  to  the  Government  only  50%  of 
the  total  overcharges   ($12,978.10),  the  amount  that 


appellant  received  from  the  operation  of  Ms  machines 
after  deducting  the  share  paid  to  the  owners  of  estab- 
lishments where  the  juke  boxes  were  installed/  The 
district  court  set  forth  its  conclusions  in  greater  detail 
in  its  finding  of  fact  and  conclusions  of  law  (R.  30-35), 
and  entered  judgment  for  the  Government  on  August 
10,  1954  (R.  35-36). 

QUESTIONS  PRESENTED 

1.  Whether  CPR  34,  which  controlled  ceiling  prices 
for  services,  properly  applies  to  charges  for  the  main- 
tenance and  operation  of  coin-operated  music  machines. 

2.  Whether  portions  of  GOR  14,  which  exempted  cer- 
tain professional  services  from  OPS  regulation,  re- 
moved the  juke  box  industry  from  regulation  during 
the  period  of  the  alleged  overcharges  here  involved. 

REGULATIONS    INVOLVED 

Pertinent  parts  of  the  General  Ceiling  Price  Regu- 
lation (GCPR),-  CPR  34,^  and  General  Overriding 
Regulation  (GOR)  14^  are  set  forth  in  the  appendix, 
infra,  pp.  14-16. 

SUMMARY    OF    ARGUMENT 

Appellant's  brief  raises  no  objection  to  the  validity 
of  the  OPS  regulations  involved  but  argues  solely  that 


\ 


{ 


^  There  is  some  doubt  as  to  the  propriety  of  this  ruling,  in  view 
of  an  official  OPS  interpretation  which  establishes  that  the  person 
who  controls  the  juke  boxes  and  makes  collections  is  the  seller  and 
is  liable  for  the  full  amount  of  overcharges.  But  the  Government 
does  not  raise  that  issue  here. 

2  16  Fed.  Reg.  808,  as  amended,  32A  C.F.R.  1451. 

3  16  Fed.  Reg.  4446,  as  amended,  32A  C.F.R.  732. 

^  16  Fed.  Reg.  6664,  as  amended,  32A  C.F.R.  1656. 
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tliene  regulations  did  not  estaljlisJi  ceiling  prices  for 
charges  by  coin-operated  music  machines,  'i'lic  identi- 
cal issue  is  i^resented  in  the  case  of  Wall  Srhinkal  v. 
United  States  (now  on  appeal  to  this  Court  by  the  de- 
fendant juke  box  operator  as  No.  14313)  and  is  consid- 
ered in  the  Government's  brief  in  that  case  at  pp.  23-25. 
It  is  the  Government's  position  in  this  case,  as  it  was 
in  the  Schinkal  case,  that  charges  made  by  coin-oper- 
ated music  machines  are  prices  for  services  controlled 
})y  CPR  34  and  are  not  "prices  or  rentals  for  materials 
furnished  for  jjublication  by  any  press  association  oi- 
feature  service,"  so  as  to  be  excluded  from  regulation. 
^riie  maintenance  and  operation  of  juke  boxes  are  serv- 
ices as  defined  by  CPR  34.  And  the  clear  intent  of  the 
"])ublication"  exception  was  to  avoid  any  interference 
with  editorial  expressions  of  thought  or  the  freedom 
of  the  press.  The  fact  that  this  exemption  has  no  appli- 
cation to  appellant's  business  is  emphasized  by  an  exam- 
ination of  the  context  from  which  the  allegedly  govern- 
ing exemption  is  drawn  and  ])y  the  consistent  interpre- 
tation of  the  administrative  agency  applying  this  regu- 
lation. 

The  inappropriateness  of  appellant's  reliance  upon 
GOR  14  as  exempting  the  juke  ))ox  industry  from  OPS 
regulation  during  the  period  of  violations  is  considered 
in  Point  II,  infra,  pp.  12-13,  The  allegedly  governing 
exceptions  established  by  this  regvdation  were  intended 
to  remove  from  coverage  certain  ]n"ofessional  occupa- 
tions, including  professional  entertainers  and  their 
managers.  Neither  the  language  of  GOR  14  nor  its  ra- 
tijonale  suggest  that  charges  by  coin-operated  music 
machines  would  be  exempt.  This  interpretation  is  for- 
tified by  reference  to  the  administrative  construction 
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of  GOR  14,  and  by  the  fact  that  a  special  amendment  to 
GOR  14  was  later  made,  to  exempt  juke  boxes  from  reg- 
ulations, for  a  period  after  the  time  during  which  the 
overcharges  here  involved  were  made.  With  respect  to 
both  regulations  the  administrative  interpretation  can 
be  determined  by  a  consideration  of  other  OPS  regula- 
tions and  official  interpretations  and  by  reference  to  two 
letters  from  the  administrative  agency  set  forth  in  the 
appendix,  infra,  pp.  17-24. 


ARGUMENT 


1 


CPR    34   Did   Apply    to    Charges    Obtained    by    Coin-operated 

Music  Machines  i 

The  OPS  regulation  which  determines  the  ceiling 
prices  for  services,  CPR  34,  states  that  it  "covers  all 
services  except"  an  enumerated  few."^  "Services"  are 
defined  in  Section  27  of  CPR  34  [16  Fed.  Reg.  4451, 
32A  C.F.R.  740] :  ^ 

"Service"  or  "services"  means  any  act  or  acts 
performed  or  rendered,  otherwise  than  as  an  em- 
ployee, for  a  fee,  charge  or  other  consideration. 
The  term  includes  any  privilege  sold  or  granted, 
or  any  forbearance  to  act,  for  a  fee,  charge  or  other 
consideration.  The  term  also  includes  the  rental 
of  any  commodity  or  service  if  the  rental  charge 
is  not  covered  by  another  ceiling  price  regulation 
and  has  not  been  exempted  from  price  control.        I 

The  regulation  was  specifically  applied,  in  official  inter- 
pretations and  releases,  to  charges  for  the  use  of  frozen 

^CPR  34,  Sec.  2  (a),  16  Fed.  Reg.  4447,  32A  C.F.R.  732,  is  set 
forth  infra,  p.  15. 


food  lockers,"  admission  cliai'gos  to  |)rofessional  base])all 
games/  fees  for  children's  summer  cami)s,*'  and  cliarges 
by  radio  and  television  i'e[)airmcn.''  At  the  time  (J PR 
34  was  issued,  the  Office  of  l^rice  Sta))ilization  sug- 
gested its  scope  of  application  in  an  official  release 
[OPS  Release  0-130,  CVAl,  Kmerfjency  Business  Con- 
trol Service,  Par.  70,  114] : 

The  Office  of  Price  Stabilization  today  placed 
over  $10,000,000  worth  of  commercial  and  profes- 
sional services  furnished  by  more  than  a  million 
establishments  under  a  ceiling  price  regulation 
separate  from  the  general  price  freeze  of  Januaiy 
26. 

The  order  also  covers  thousands  of  amusement 
and  recreational  facilities  and  industrial  services 
with  an  unestimated  volume  of  business 


Countless  trade  and  personal  services,  as  well 
as  charges  and  fees  encountered  daily  by  the  gen- 
eral public,  are  affected. 

Some  of  the  everyday  matters  concerned  are : 


Bowling  alleys,  skating  rinks,  and  golf  fees 
Admissions  to  amusement  parks 


•■•  CPR  34.  Supplementary  Reg.  6,  16  Fed.  Reg.  11100,  32A  C.F.R. 
751. 

"  CPR  34,  Supplementary  Reg.  11,  17  Fed.  Reg.  820. 

«  CPR  34,  Supplementary  Reg.  12.  17  Fed.  Reg.  1184. 

"  Price  Order  Questions  and  Answers-I,  CCH,  Emergency  BiLsi- 
ness  Control  Service,  Par.  70,  101. 
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A  subsequent  release  restated  the  broad  coverage  of 
CPR  34  [OPS  Release  G-4,  CCH,  Emergency  Business 
Control  Service,  Par.  70,  122] : 

CPR  34  covers  varied  services.     Included,  for 
example,  are: 

(1)   Repairs  and  rentals  on  such  things  as 
autos,  radios,  and  household  appliances. 


(4)  Miscellaneous  services  such  as  those  of- 
fered by  banks,  parking  lots,  bowling  alleys,  golf 
courses,  and  banks  renting  safety  deposit  boxes. 

It  is  also  clear  that  the  sale  price  of  phonograph  records 
was  controlled.^"  Finally,  the  application  of  CPR  34 
to  charges  by  coin-operated  music  machines  is  made 
even  clearer  by  an  official  OPS  interpretation  which 
discusses  who  is  liable  for  overcharges  made  for  the  use 
of  juke  boxes  [CPR  34,  Interp.  18,  85  Serv.  32:  200.3 
(OPS  Official  Service)]. 

The  facts  disclose  that  X  is  the  owner  of  auto- 
matic music  machines,  sometimes  called  juke  boxes, 
which  play  a  record  or  records  when  a  coin  is  de- 
posited in  them;  that  he  installs  these  machines, 
retaining  title  to  them,  in  the  business  premises  of 
cafe  and  tavern  operators ;  that  he  makes  periodic 
record  substitutions,  and  repairs  and  services  the 
machines;  that  he  alone  determines  the  price  that 
will  be  required  to  operate  the  machines;  that  he 
takes  possession  of  the  coins  deposited  in  the  ma- 


1°  GCPR  Supplementary  Reg.  74,  16  Fed.  Reg.  10782,  32A  C.F.R. 
1622  ("Ceiling  Price  Adjustment  for  Phonograph  Records"). 


chines;  and  that  the  arrangement  under  which  he 
installs  the  machines  is  that  he  will  jjay  the  prem- 
ises operator  a  percentage,  usually  50%  of  the 
coins  deposited.  The  question  has  been  raised  as 
to  whether  on  the  basis  of  these  facts  the  machine 
owner  and  the  proprietor  of  the  establishment  may 
botli  properly  be  regarded  as  sellers  of  the  music 
service  to  the  public. 

*  *  *  *  » 

Under  these  circumstances,  the  machine  owner, 
and  not  the  proprietor  of  the  establishment,  is  the 
seller  of  the  music  service  to  the  public. 

Ill  si)ite  of  all  these  facts,  ap])ollant  contends  that 
the  district  court  erred  in  concluding  that  CPR  34  regu- 
lated charges  by  coin-operated  music  machines.  The 
theory  of  his  claim  is  that  juke  boxes  come  within  the 
list  of  excepted  industries  provided  by  CPR  34.  Of  the 
exceptions  listed  in  the  regulation  the  one  relied  upon 
by  appellant  is  "services  exempted  in  the  GCPR,  as 
amended."  Appellant  contends  that  the  GCPR  ex- 
empts juke  box  operators  as  "publishers".  That  ex- 
emption stated  in  its  (context,  excludes  the  following 
charges  from  regulation :  ^^ 

(c)  Prices  or  rentals  for: 

(1)  Materials  furnished  for  publication  by 
any  press  association  or  feature  service ; 

(2)  Books,  magazines,  motion  pictures,  peri- 
odicals, or  newspapers,  other  than  as  waste  or 
scrap ; 


11  GCPR,  Sec.  14,  16  Fed.  Reg.  814,  as  amended,  32A  C.F.R.  1460. 
is  set  forth  infra,  p.  14. 
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(d)  Rates  charged  by  any  person  in  the  business 
of  operating  or  publishing  a  newspaper,  periodical, 
or  magazine,  or  operating  a  radio  broadcasting  or 
television  station,  a  motion  picture  or  other  theater 
enterprise,  or  outdoor  advertising  facilities. 

On  its  face,  an  argument  that  coins  inserted  into  juke 
boxes  are  ' '  prices  or  rentals  for  materials  furnished  for 
publication"  seems  highly  questionable.  It  is  true,  as 
appellant  suggests,  that  the  word  "publication"  can 
have  many  different  meanings  in  different  situations; 
it  is  even  conceivable  that,  in  some  sense  of  the  term, 
phonograph  records  publish  melodies.  But  the  inter- 
pretation of  this  regulation  depends  on  the  meaning 
reasonably  inferable  from  its  wording,  its  context,  and 
its  apparent  purpose.  A  fair  reading  of  it  would  seem 
to  require  that  the  word  "publication"  be  considered 
to  relate  to  the  preparation  and  issuance  of  newspapers, 
periodicals,  and  books.  That  conclusion  is  strengthened 
by  the  fact  that  the  materials  for  publication  must  be 
furnished  by  a  "press  association  or  feature  service." 
Once  again,  it  is  possible  to  consider  appellant's  busi- 
ness, by  some  use  of  the  phrase,  as  a  "feature  service," 
but  when  "feature  service"  is  used  in  connection  with 
"materials  for  publication"  its  meaning  is  limited  by 
popular  understanding  to  syndicates  or  associations  of 
cartoonists,  columnists,  news  reporters,  and  the  like. 
Expanding  this  inspection  one  step  further,  it  should  be 
noted  that  this  entire  subsection  deals  with  sources 
of  information  and  editorial  comment,  as  does  the  sub- 
sequent subsection.  It  would  thus  be  difficult  to  accept 
appellant's  position  which  api^arently  suggests  that 
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the  exemption  applies  to  all  public  entertainment.  As 
indicated  above,  pp.  7-8,  numerous  forms  of  public 
entertainment  were  regulated.  (Jbarges  for  rentals  of 
radios,  and  the  sale  price  of  phonograph  records  were 
clearly  controlled,  which  facts  alone  would  seem  to 
destroy  appellant's  claim  that  juke  box  operators  wore 
exempt. 

Any  doubt  as  to  the  import  of  this  exemption  can  be 
disposed  of  by  considering  the  contemporaneous  admin- 
istrative construction  of  the  regulation,  as  summarized 
in  letters  received  from  the  Chief  of  the  Interpretations 
Division  of  OPS  and  the  Assistant  Director  of  the  Of- 
fice of  Defense  Mobilization  (the  successor  agency  to 
OPS),  set  forth  infra,  pp.  17-24.  These  letters  make  it 
perfectly  clear  that  CPR  34  was  considered  to  be  appli- 
cable to  the  juke  box  industry  by  the  OPS  and  that  such 
an  interpretation  was  consistently  applied  by  the 
OPS.  That  administrative  interpretation  should  there- 
fore be  accepted  since  it  is  neither  plainly  erroneous 
nor  unreasonable.  Cf.  Bowles  v.  Seminole  Rock  and 
Sand  Co.,  325  U.S.  410 ;  Porter  v.  Crawford  and  DougJi- 
erty  Foundry  Co.,  154  F.  2d  431  (C.A.  9),  certiorari 
denied,  329  U.  S.  720. 

Thus  far,  oidy  two  courts  have  considered  the  ques- 
tion whether  CPR  34  applied  to  juke  boxes;  they  were 
the  court  below  and  the  District  Court  for  the  Southern 
District  of  California  in  United  States  v.  Walt  Schin- 
h-((l,  siipni.  Both  district  courts  agreed  that  the  regu- 
lation was  applicable  and  that  the  exception  for  publi- 
cations had  no  relevance  to  coin-operated  music  ma- 
chines. 
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II 

GOR  14  Did  Not  Exempt  Charges  by  Coin-operated  Music 
Machines  from  Ceiling  Price  Regulations  During  the  Pe- 
riod for  Which  Damages  Were  Awarded  by  the  District  Court 

Appellant  argues  that  if  CPR  34  did  regulate  juke 
box  charges,  that  industry  was  decontrolled  by  GOR  M 
14  before  the  alleged  violations  took  place/"  He  relies 
upon  the  exemption  of  the  following  professions  from 
ceiling  price  regulation  allowed  by  Section  3  of  GOR 
14:  Actors  and  actresses;  artists;  athletes;  entertain- 
ers; musicians;  program  elements  (package^i  produc- 
tion) furnished  by  independent  contractors  (pack- 
aged producers)  for  use  in  radio  or  television  broad- 
casting or  in  a  motion  picture,  theater  or  night  club; 
sports  officials ;  managers  of  actors,  actresses,  and  ath- 
letes. It  is  significant  that  no  reference  is  made  to 
coin-operated  music  machines  in  that  list  of  exempted 
professions,  and  we  submit  that  no  such  exemption  is 
implied  by  the  exclusion  of  any  or  all  of  those  occupa- 
tions. The  intent  of  these  portions  of  the  regulation 
was  to  exempt  certain  recognized  professional  persons 
whose  services  are  unique  and  whose  charges  often  de- 
pend upon  their  personal  reputations.  Ignoring  this 
purpose,  appellant  attemjDts  to  equate  entertainers  with 
the  entire  entertainment  field.  Not  only  is  this  substi- 
tution without  basis  in  the  language  of  the  regulation, 
but  it  is  clearly  contradicted  by  the  other  regulations 
and  interpretations,  discussed  supra,  pp.  7-8,  which 
specifically  applied  to  entertainment  services  after  the 
issuance  of  GOR  14.  The  fact  that  appellant's  activi- 
ties resulted  in  entertainment  for  the  public  does  not 


^^  Juke  boxes  were  subsequently  decontrolled  by  an  amendment 
to  GOR  14,  as  discussed  injra,  p.  13. 


i; 


make  him  an  ontortainer  for  the  purposes  of  (iOll  14. 
If  such  were  the  case,  operators  of  })ovvliii^  alleys,  res- 
taurants, golf  courses,  and  other  annisement  or  recrea- 
tional facilities  would  ))e  exempted;  yet  the  charges 
made  hy  such  persons  were  clearly  covered  hy  OPS  reg- 
ulations. Further,  appellant *s  construction  of  GOR  14 
differs  from  that  which  was  understood  and  applied  hy 
OPS,  as  suggested  hy  the  letters  repi'inted  in  the  api)en- 
dix,  infra,  i)p.  17-24.  That  administrative  construction 
of  GOR  14  is  also  emphasized  hy  the  fact  that  it  was 
later  considered  appropriate  to  decontrol  juke  hoxes 
and  a  special  amendment  to  GOR  14  was  made.^*  The 
contention  that  juke  boxes  provide  entertainment  and 
are  therefore  not  subject  to  OPS  regulations  was 
posited  by  the  defendant  juke  box  operator  in  the 
Schinkal  case  and  was  rejected  by  that  district  court 
just  as  it  was  by  the  court  below. 

CONCLUSION 

For  the  foregoing  reasons,  it  is  resjoectfully  submit- 
ted that  the  judgment  below  should  be  affirmed. 

Warden  E.  Burger, 
Assistant  Attorney  General, 

C.   E.   LUCKEY, 

United  .States  Atforncfj, 

Samuel  D.  Slade, 
Richard  M.  Markus, 

Attorneys, 
Department  of  Justice. 


13  GOR  14,  Amendment  27,  17  Fed.  Reg.  10858  (effective  Decem- 
ber 1,1952). 
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APPENDIX   A 

Section  14  of  the  General  Ceiling  Price  Regulation 
provides  in  pertinent  part  as  follows  [16  Fed.  Reg.  808, 
32A  C.F.R.  1451]  : 

Exemptions  and   exceptions.     This   regulation 
does  not  apply  to  the  following  : 


(c)  Prices  or  rentals  for: 

(1)  Materials  furnished  for  publication  by  any 
press  association  or  feature  service; 

(2)  Books,  magazines,  motion  pictures,  peri- 
odicals, or  newspapers,  other  than  as  waste  or 
scrap ; 

(d)  Rates  charged  by  any  person  in  the  business 
of  operating  or  publishing  a  newspaper,  periodical, 
or  magazine,  or  operating  a  radio-broadcasting  or 
television  station,  a  motion  picture  or  other  theatre 
enterprise,  or  outdoor  advertising  facilities ; 


Ceiling  Price  Regulation  34  provides  in  pertinent 
part  as  follows  [16  Fed.  Reg.  4446,  as  amended,  32A 
C.F.R.  732]  : 

Section!.  What  this  regulation  does.  This  reg- 
ulation removes  most  services  from  the  coverage 
of  the  General  Ceiling  Price  Regulation  (GCPR) 
and  brings  them  under  this  regulation.  This  regu- 
lation in  general  establishes  the  ceiling  price  of 
most  services  at  the  levels  prevailing  in  the  period 
December  19,  1950  to  January  25,  1951,  inclusive, 
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Section  2.     Services  covered.     This  regulation 
covers  all  services  except: 

(a)     Services    exempted    in    the    OCPK,    as 
amended ; 


Section  27.     Definitions  (Did  explanations,    (a) 
When  used  in  this  regulation : 


(17)  "Service"  or  "services"  means  any  act 
or  acts  performed  or  rendered,  otherwise  than  as 
an  employee,  for  a  fee,  charge  or  other  considera- 
tion. The  term  includes  any  privilege  sold  or 
granted,  or  any  forbearance  to  act,  for  a  fee,  charge 
or  other  consideration.  The  term  also  includes  the 
rental  of  any  commodity  or  service  if  the  rental 
charge  is  not  covered  by  another  ceiling  price  regu- 
lation and  has  not  been  exempted  from  price  con- 
trol. 

***** 

Section  3  of  General  Overriding  Regulation  14  pro- 
vides in  pertinent  part  as  follows  [16  Fed.  Reg.  6664,  as 
amended,  32A  CFR  1656] : 

Exceptions,  (a)  No  ceiling  price  regulation  now 
or  hereafter  issued  by  the  Office  of  Price  Stabiliza- 
tion shall  apply  to  the  rates,  fees  and  charges  for 
the  supply  of  the  services  listed  below  and  the 
services  which  fall  within  the  scope  of  the  occu- 
pations or  categories  listed  below : 
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(2)  Actors  and  actresses. 


(5)  Artists. 

(6)  Athletes. 


(23)  Entertainers. 
(39)  Musicians. 


(51)  Program  elements  (packag'Wig  produc- 
tions) furnished  by  independent  contractors  (pack- 
agmg  producers)  for  use  in  radio  or  television 
broadcasting  or  in  a  motion  picture,  theater  or 
night  club. 


(54)   Sports  officials. 


(77)  Managers  of  actors,  actresses  and  athletes. 
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APPENDIX    B 

Executive  Office  of  ihk  J^i^esident 

Office  of  Defense  Mobilization 

Washington  25,  D.  (J. 

Office  of  the  Director 
Mr.  Warren  E.  Burger 
Assistant  Attorney  General 
Department  of  Justice 
Washington  25,  D.  C, 

Re :  Administrative  Interpretation  of  CPR  34  and  GOR 
14  WEB  :PAS:RMM— 146-18-23-5 

Dear  Mr.  Burger: 

This  is  in  response  to  your  letter  of  March  lU,  1955, 
requesting  information  with  respect  to  the  above,  par- 
ticularly as  it  relates  to  OPS  ceiling  prices  for  coin 
operated  music  machines. 

The  Director  of  Defense  Mobilization  has  asked  me 
to  respond  to  your  inquiry  as  this  subject  matter  falls 
within  my  current  responsibilities.  Purely  as  a  coinci- 
dence, I  was  Assistant  Director  for  Price  Operations 
during  the  life  of  the  Office  of  Price  Stabilization  and 
in  this  capacity  was  conversant  with  the  regulatory 
structure  then  applicable  to  coin  operated  music  ma- 
chines. In  addition,  I  have  examined  the  OPS  files 
now  on  deposit  at  the  Federal  Records  Center  so  that 
my  answer  to  your  questions  would  he  precise. 

There  is  no  question  that  the  charge  of  the  afore- 
mentioned service  was  subject  to  price  control  from 
January  26, 1951,  the  effective  date  of  the  General  Ceil- 
ing Price  Regulation,  to  December  1,  1952,  the  effective 
date  of  Amendment  27  to  General  Overriding  Regula- 
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tion  14.  A  copy  of  that  Amendment  and  its  statement 
of  considerations  is  attached;  you  will  observe  that  I 
signed  the  Amendment  personally,  in  the  capacity  of 
Acting  Director  of  Price  Stabilization.  These  docu- 
ments show  on  their  face  that  coin  operated  music  ma- 
chines were  subject  to  price  controls  until  December 
1,  1952. 

Initially  the  controlling  regulation  was  the  General 
Ceiling  Price  Regulation  until  the  issuance  of  a  special 
regulation  for  services,  designated  Ceiling  Price  Regu- 
lation 34.  The  trade,  both  verbally  and  in  writing,  was 
repeatedly  advised  that  CPR  34  controlled  their  opera- 
tions. The  files  show,  for  example  that  on  October  10, 
1951,  an  OPS  official  so  advised  Mr,  Harrison  W.  Call 
of  128  East  14th  St.,  Oakland,  California,  in  the  latter 's 
capacity  as  counsel  for  the  California  Music  Guild.  At 
no  time  did  OPS  ever  rule  or  take  a  position  that  coin 
operated  music  machines  fell  within  the  statutory  ex- 
emption of  Section  402(e)  (iii)  of  the  Defense  Produc- 
tion Act  of  1950  for  "materials  furnished  for  publica- 
tion by  any  press  association  or  feature  service,  *  *  *  or 
rates  charged  by  any  person  in  the  business  of  operating 
or  publishing  a  newspaper,  periodical,  or  magazine,  or 
operating  a  radio-broadcasting  or  television  station, 
a  motion-picture  or  other  theatre  enterprise  *  *  *". 

General  Overriding  Regulation  14  was  a  special  regu- 
lation subsequently  employed  to  identify  those  services 
for  which  ceilings  were  decontrolled  or  suspended.  Un- 
til December  1,  1952,  when  this  service  was  specifically 
exempted  by  Amendment  27,  of  GOR  14,  it  was  the 
OPS  position  that  they  were  under  price  control.  This 
position  was  reaffirmed  constantly  by  officials  of  the 
agency.    The  OPS  files  show  that  on  August  23,  1951, 
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Mr.  Harrison  W.  ('all,  of  Oakland,  (Jalifornia,  filed  a 
yxitition  for  price  adjustment  seeking  decontrol  on  he- 
half  of  Music  Operators  of  the  America,  Inc.  A  related 
petition  was  filed  on  Septemher  21,  1951,  l)y  Ihe  (Jali- 
fornia Music  Guild.  The  files  show  and  I  recall  that 
extensive  consideration  was  given  to  these  petitions,  ])ut 
that  they  were  denied  by  Michael  V.  Di Salle,  then  Di- 
rector of  Price  Stabilization,  in  a  letter  dated  November 
21,  1951,  to  the  Music  Operators  of  America,  Inc. 

Subsequently,  on  August  8,  1952,  the  same  attorney 
filed  a  petition  for  decontrol  on  behalf  of  the  California 
Music  Guild,  Inc.  Similarly,  on  October  2:],  1952,  the 
Music  Operators  of  America,  Inc.,  by  its  own  president 
filed  an  additional  decontrol  petition.  The  files  show 
and  I  recall  that  there  was  disagreement  among  OPS 
officials  as  to  whether  this  service  should  be  decon- 
trolled. Finally,  by  the  attached  Amendment  27  to 
GOR  14,  effective  December  1,  1952,  this  service  was 
decontrolled  as  part  of  the  Agency's  plan  to  exempt 
controls  on  services  as  such  controls  became  unneces- 
sary because  of  changing  economic  conditions. 

Finally,  your  letter  inquires  whether  the  Office  of 
Defense  Mobilization,  as  the  successor  agency  to  the 
Office  of  Price  Stabilization,  ever  changed  the  afore- 
mentioned jiosition.  The  brief  answer  to  this  is  in 
the  negative.  The  OPS  went  out  of  existence  on  June 
30,  1953,  and  by  force  of  law  its  parent  agency,  the 
Economic  Stabilization  Agency,  was  terminated  on  Oc- 
tohcv  31,  1953.  Pursuant  to  Executive  Order  1(U94  of 
Oc^tober  14,  1953,  the  Office  of  Defense  Molnlization 
succeeded  to  most  of  the  remaining  price  regulatory 
authority  on  November  1,  1953.  You  will  understand 
that  ESA  and  ODM  would  have  little  occasion  to  change 
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the  OPS  position  with  respect  to  a  service  decontrolled 
on  December  1,  1952. 

The  major  exception  would  be  the  granting-  of  retro- 
active relief  in  the  context  of  protest  proceedings  or 
direct  complaint  proceedings  under  Sections  407  or  408 
of  the  Defense  Production  Act.  However,  I  am  advised 
by  counsel  that  no  protest  involving  this  subject  was 
filed  during  that  period,  and  that  the  direct-complaint 
case  instituted  by  Walt  Schinkal  was  dismissed  by  the 
Emergency  Court  of  Appeals  on  grounds  making  re- 
examination of  the  merits  unnecessary.  By  this  I  do 
not  mean  to  imply  that  ODM  would  reverse  the  OPS 
position;  as  a  matter  of  fact  your  inquiry  has  led  to 
an  informal  reconsideration  of  the  matter.  From  this 
study  it  is  perfectly  clear  that  coin  operated  music 
machines  w^ere  subject  to  price  controls  until  December 
1,  1952,  the  effective  date  of  Amendment  27  to  GOE  14, 
and  no  reason  appears  for  the  granting  of  further  relief 
in  the  unlikely  event  that  ODM  is  faced  with  this  ques- 
tion on  the  merits. 

I  trust  that  this  is  responsive  to  your  inquiry. 

Sincerely  yours, 

Edward  F.  Phelps,  Jr., 
Assistant  Director  for  Stabilization. 
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Additional  Excepted  Servicf.s 

General  Overriding  Regulation  14  Amendment  27 

Title  32A — National  Defense,  Appendix 

Chapter  III — Office  of  Price  Stabilization 
Economic  Stabilization  Agency 

[General  Overriding  Regulation  14,  Amendment  27] 

GOR  14 — Excepted  and  Suspended  Ser\ices  Addi- 
tional Excepted  Services 

Coin  Operated  Amusement  Machines 

Pursuant  to  the  Defense  Production  Act  of  1950,  as 
amended,  Executive  Order  10161,  and  Economic  Stabi- 
lization Agency  General  Order  No.  2,  this  Amendment 
27  to  General  Overriding  Regulation  14  is  hereby  is- 
sued. 

Statement  of  Considerations 

This  Amendment  removes  from  price  control  fees 
and  charges  for  operation  of  coin  operated  amusement 
machines  such  as  juke  boxes  and  other  phonographs, 
skill  games,  strength-testing  devices,  and  pinball  ma- 
chines. 

This  exemption  applies  only  to  machines  operated 
for  amusement  purposes.  It  does  not  apply  to  charges 
for  operation  of  machines  which  dispense  any  com- 
modity, even  though  those  machines  may  also  be  oper- 
ated for  amusement.  For  example,  charges  for  opera- 
tion of  "claw  machines"  which  may  dispense  articles 
of  merchandise,  are  not  covered.  Moreover,  charges 
for  rental  or  maintenance  of  any  coin  operated  ma- 
chines are  not  included  in  this  exemption  action. 
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In  the  judgment  of  the  Director,  controls  over  the 
services  exempted  by  this  amendment  are  not  required 
at  this  time  in  order  to  carry  out  the  purposes  of  the 
Defense  Production  Act  of  1950,  as  amended.  Ex- 
perience has  shown  that  the  administrative  burden  of 
retaining  control  over  such  service  fees  and  charges  is 
out  of  proportion  to  the  benefits  gained. 

In  the  formulation  of  this  amendment  there  was  con- 
sultation with  industry  representatives,  including  trade 
association  representatives  to  the  extent  practicable, 
and  consideration  has  been  given  to  their  recommenda- 
tions. 

Amendatoey  Peovisions 

General  Overriding  Regulation  14,  as  amended,  is 
further  amended  by  adding  at  the  end  of  paragraph  (a) 
of  Section  3  a  new  subparagraph  (114)  as  follows: 

(114)  Operation  of  coin  operated  amusement  ma- 
chines, including,  but  not  limited  to,  phonographs,  skill 
games,  strength-testing  devices  and  pinball  games ;  pro- 
vided, however,  that  this  exemption  shall  not  apply  to 
the  charges  for  operation  of  machines  which  dispense 
any  commodity,  whether  or  not  such  machines  are  also 
operated  for  amusement. 

(Sec.  704,  64  Stat.  816,  as  amended,  50  U.S.C.  App. 
Sup.  2154.) 

Effective  date.  This  Amendment  to  General  Over- 
riding Regulation  14  shall  become  effective  December 
1,  1952. 

(S.)  Edw^aed  F.  Phelps,  Je., 
Acting  Director  of  Price  Stabilization. 

Decembee  1,  1952. 
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March  14,  1955 
Hon.  Warren  E.  Burger 
Assistant  Attorney  General 
Department  of  Justice 
Washington,  D.  C. 

Attention :  Paul  A.  Sweeney- 
Chief,  Appellate  Section 

Dear  Mr.  Burger : 

I  have  your  letter  of  March  10,  1955  in  connection 
with  pending  litigation  against  owners  of  coin  operated 
music  machines  for  alleged  violation  of  OPS  ceiling 
price  regulations.  You  state  that  the  defendants  in 
these  cases  are  contending  on  appeal  that  CPR  34,  the 
OPS  regulation  dealing  with  services,  did  not  apply  to 
coin  operated  music  machines,  as  the  result  of  an  ex- 
empting provision  in  Section  2  of  that  regulation.  They 
also  argue  that,  in  any  event,  such  services  were  exempt 
under  GOR  14,  imder  a  provision  exempting  entertain- 
ers, managers  of  entertainers,  etc. 

I  was  Assistant  Chief  Counsel  of  the  Office  of  Price 
Stabilization,  in  charge  of  the  Interpretations  Di^ision, 
from  the  inception  of  controls  in  December,  1950  until 
the  liquidation  of  the  agency  in  1953.  In  this  capacity 
1  had  final  responsibility  for  clearance  and  review  of  all 
intei'])retations  issued  under  all  OPS  regulations.  The 
Office  of  Price  Stabilization  consistently  and  at  all  times 
construed  CPR  34  as  covering  coin  operated  music 
machines.  Such  charges  were  never  regarded  as  ex- 
empt under  any  provisions  of  GOR  14  or  any  other  reg- 
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Illation,  until  the  juke  box  industry  was  specifically  de- 
controlled on  December  1,  1952. 

Very  truly  yours, 

(S.)  Joseph  Zwerdling, 
Formerly  Assistant  Chief  Counsel 
and  Chief  of  Interpretations  Division, 
Office  of  Price  Stabilization. 
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L 

The  Appellant's  business  is  specifically  exempted 
from  the  application  of  Ceiling  Price  Regulation  34 
by  the  provisions  of  the  said  regulation. 

In  order  for  Appellee  to  arrive  at  the  conclusion 
urged  by  it  in  its  brief,  it  must  ignore  the  meaning  of 
the  words  of   the  very  regulation   which   it  asserts  the 


Appellant  violated.  The  fact  that  Ceiling  Price  Regula- 
tion (CPR)  34  was  specifically  applied  in  official  inter- 
pretations and  releases  to  a  myriad  of  services  other 
than  the  type  of  service  which  the  Appellant  rendered  is 
not  material  in  this  case.  The  distinction  between 
charges  for  the  use  of  frozen  food  lockers  or  charges  by 
radio  and  television  repairmen  and  the  charge  exacted 
by  the  Appellant  as  a  price  for  the  publication  of  his 
recordings  in  coin  operated  music  machines  is  obvious. 
The  former  have  such  a  direct  bearing  on  the  cost  of 
living  of  most  Americans  that  the  application  of  price 
regulations  issued  pursuant  to  the  Defense  Production 
Act  of  1950  to  them  is  not  subject  to  much  reasonable 
controversy. 

An  even  greater  distinction  exists — one  which  Ap- 
pellee has  ignored.  The  many  services  which  are  not 
involved  here  were  in  official  interpretations  and  re- 
leases of  the  Office  of  Price  Stabilization  (OPS)  spe- 
cifically brought  within  the  coverage  of  CPR  34.  The 
so  called  administrative  interpretation  apparently  relied 
upon  by  Appellee  in  this  case  is  found  in  two  (2)  letters 
set  forth  in  Appellee's  brief  on  pages  17  and  23.  Both 
letters  were  written  in  response  to  letters  from  the  Just- 
ice Department  dated  March  10,  1955,  which  was  after 
the  service  of  Appellant's  brief  in  this  case  on  Appellee's 
attorneys. 

Such  post  facto  expressions  of  administrative  in- 
terpretation do  not  carry  weight  and  are  entitled  to  no 
more  consideration  than  the  argument  of  Appellee's  at- 
torneys in  this  case. 


In  the  recent  case  of  Massy  vs.  United  States,  214 

F.  2d  935  (8th  Cir.  1954),  the  court  at  page  940  stated: 

"Certain  so-called  'interpretations'  of  the  regu- 
lation as  applied  to  the  controversy  were  urged 
upon  the  trial  court  as  persuasive,  if  not  conclusive. 
We  think  they  did  not  have  the  usual  attributes  of 
interpretations.  They  were  issued  after  this  regu- 
lation ceased  to  be  in  effect  and  one  of  them  was 
not  issued  until  this  action  was  being  tried.  They 
were  not  published  in  the  Federal  Register  nor 
otherwise  communicated  to  the  defendant  or  other 
dealers  similarly  situated  and  cannot,  we  think,  be 
accepted  as  reflecting  an  administrative  practice. 
.  .  .  What  is  said  by  the  United  States  Court  of  Ap- 
peals for  the  District  of  Columbia  in  Fleming  v. 
Van  Der  Loo,  supra,  [160  F.  2d  912],  is  here  pe- 
culiarly apposite: 

"  'The  Administrator's  ruling  here  involved  was 
in  the  form  of  a  letter  written  in  this  particular 
case  by  a  local  enforcement  officer.  Technically  it 
automatically  became  an  official  act  of  the  Admin- 
istrator by  operation  of  a  general  procedural  rule 
of  his  office.  But  it  was  not  a  published  ruling,  nor, 
so  far  as  the  record  shows,  was  it  public.  It  was 
not  an  administrative  interpretation  of  long  stand- 
ing but  was  made  after  this  controversy  had  arisen; 
was  written  two  years  after  MPR  330  was  issued, 
and  was  thereafter  nullified  by  Amendment  No.  5. 
Thus,  it  does  not  carry  the  great  weight  of  pre- 
sumptive validity  which  attaches  to  long-continued, 
consistent,  published  administrative  rulings.' 

"These  so-called  'interpretations',  in  the  cir- 
cumstances here  disclosed,  were  entitled  to  no  more 
weight  nor  persuasiveness  than  the  argument  of 
counsel  appearing  in  the  case." 

Even  official  interpretations  of  the  OPS  are  not  bind- 
ing upon  this  court.    The  argument  that  such  an  ad- 


ministrative  interpretation  of  a  regulation  was  binding 

was  made  in  Armour  and  Co.  vs.  United  States,  102  F. 

Supp.  987,  990  (U.  S.  Ct.  Cls.  1952),  where  the  court 

said: 

''The  interpretation  of  a  regulation  or  a  statute 
is  a  proper  function  of  this  or  of  any  other  court." 

In  Bowles  vs.   Simon,   145   F.   2d  334,  337    (7   Cir. 

1944),  Mr.  Justice  Minton  then  a  judge  on  the  Court  of 

Appeals  for  the  Seventh  Circuit  in  writing  the  opinion 

stated : 

"We  do  not  accept  the  Administrator's  view 
that  he  may  promulgate  a  regulation  and  then 
place  on  it  an  interpretation  which  becomes  con- 
trolling on  the  courts.  The  Administrator  has  not 
grown  to  any  such  stature.  The  courts  may  con- 
sider his  interpretations  and  follow  them,  if  correct, 
but  the  court  is  not  bound  to  follow  them.  .  .  . 

"We  think  the  District  Court  had  a  right  to  de- 
termine the  meaning  of  these  regulations  for  itself, 
although  it  could  not,  and  did  not,  undertake  to 
pass  upon  their  validity.  .  .  .  Having  made  its  own 
interpretation,  the  District  Court  was  justified  in 
rejecting  the  Administrator's  interpretation  of  these 
regulations." 

In  the  Bowles  Case  and  in  the  Armour  Case,  the 
Court  was  considering  official  interpretations  and  not  as 
here  letters  written  by  Appellee's  officials  for  the  sole 
purpose  of  supporting  Appellee's  case  more  than  three 
(3)  years  after  the  alleged  violations. 

It  is  clear  that  the  administrative  interpretation  of 
CPR  34  urged  by  Appellee  is  not  binding  upon  this 
Court.  Appellant  has  shown  in  his  brief  that  his  busi- 
ness was  specifically  exempted  from  the  application  of 
CPR  34. 


2. 

If  the  prices  for  furnishing  music  by  means  of 
coin-operated  machines  were  within  the  contempla- 
tion of  the  General  Ceiling  Price  Regulation  and  of 
Ceiling  Price  Regulation  34,  the  said  prices  and  such 
services  were  exempted  from  the  provisions  of  the 
said  regulations  by  General  Overriding  Regulation 
14. 

Appellee  has  failed  completely  to  answer  Appellant's 
brief  on  this  point. 

Appellee  once  again  urges  an  administrative  con- 
struction which  is  supported  only  by  the  letters  set  forth 
in  Appendix  B  of  Appellee's  brief,  and  which  completely 
ignores  the  ordinary  meaning  of  the  words  of  GOR  14. 
Such  an  administrative  interpretation  relying  as  it  does 
upon  an  unnatural  and  limited  definition  of  ordinary 
words  is  both  erroneous  and  unreasonable,  and  is  clearly 
not  binding  on  this  court. 

The  distinction  between  the  services  rendered  by 
those  who  rent  their  facilities  for  the  active  participation 
of  their  customers  (such  as  operators  of  bowling  alleys, 
golf  courses,  etc.)  and  one  such  as  the  Appellant  who 
furnished  music  for  the  entertainment  of  the  public  is 
obvious,  yet  patently  ignored  by  Appellee. 

Appellant's  discussion  on  the  first  point  presented  in 
this  brief  with  respect  to  the  persuasiveness  of  the  ad- 
ministrative interpretations  urged  by  Appellee  is  equally 
applicable  with  respect  to  the  administrative  interpre- 
tation urged  by  Appellee  in  the  consideration  of  GOR  14. 


As  heretofore  stated,  such  an  administrative  inteqDreta- 
tion  is  entitled  to  no  more  weight  than  the  argument  of 
Appellee's  counsel. 


CONCLUSION 

For  the  foregoing  reasons  the  judgment  of  the  trial 
court  being  contrary  to  the  law  should  be  reversed. 


Respectfully  submitted, 


Randall  S.  Jones, 
Jacob,  Jones  &  Brown, 

By 

Attorneys  for  Appellant. 
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